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PREFACE 


The 43rd National Conference of the American Marketing Associa- 
tion was held on June 15, 16, and 17, 1960, in Minneapolis, Minnesota. 
The formal papers and some of the panel sessions of this conference 
are reproduced in these Proceedings. 

Dynamic Marketing for a Changing World was the program theme 
selected by the conference program committee. Such a theme gave 
marketers an opportunity to pair the many noteworthy advances in 
marketing thought and know-how with the challenges of an everchang- 
ing marketing world. The participants, who represent some of the na- 
tion’s outstanding marketing authorities from industry and education, 
‘ had an opportunity to reveal their thoughts, techniques, and best ap- 
proaches to the many marketing problems confronting the nation and 
the world. The rapidity with which change in the marketing world has 
occurred behooves marketers to reflect seriously on the status of 
marketing thought and appraise their ability to comprehend and cope 
with those marketing problems confronted by both industry practition- 
ers and educators. By giving freely of their thought as it relates to 
marketing changes, the participants have contributed importantly to 
marketing literature and enriched the thought processes of those at- 
tending the conference and those studying these Proceedings. 

Several presentations are omitted because the participant did not 
submit a manuscript. Even though a stenotyped report was available 
for all panel sessions, some of these are omitted because the editor 
found them to be unsatisfactory for reproduction herein. 

The Editor wishes to gratefully acknowledge the assistance of Mr. 
Roderick H. Rude and Mr. John Faricy, graduate students at the Uni- 
versity of Minnesota, who assisted the Editor with editing and proof- 
reading respectively. Special recognition and acknowledgement is due 
the staff of AMA Headquarters for their most complete and competent 
cooperation, 


Robert S. Hancock, Editor 
September, 1960 


University of Minnesota 
Minneapolis 
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Part One 


LUNCHEON ADDRESSES 


1. THE NATIONAL CONSCIENCE IN 
THE DECADE OF INCENTIVE 


Marion Harper, Jr.* 


would like to discuss some basic attitudes and purposes of the 

country and attempt to relate them to what I believe will be the 
flourishing markets of the 1960’s. In referring to flourishing mar- 
kets, I must, of course, make the usual disclaimer that we may 
see interruptions in future business growth, but I believe we can 
depend on basic economic forces, already present, that will create 
a curve of prosperity over the next ten years to justify the name, 
‘*The Decade of Incentive.’’ 

Where and how we will direct our energies and dollars through 
this period will depend on many elements of the individual and the 
national conscience: These would include attitudes toward our 
national survival and development of the commumity; attitudes 
toward work, leisure, thrift, education, and other areas of civili- 
zed life. In short, if we can reveal the national conscience we can 
describe the psychological environment of the nation’s markets. 
Obviously, in a complex society there is noone uniform conscience 
or psychological environment, but rather an aggregate of beliefs 
and counter-beliefs, a consensus and many deviations from the 
consensus, 

It is possible, for example, depending upon the critic’s view- 
point, to see in the United States a dangerous level of frivolity and 
self-indulgence. Or, from another viewpoint, it is possible to see 
Puritanism. Certainly, there is a degree of both. It would be 
surprising if a country with a half-trillion dollar economy were 
not given to more conspicuous consumption than one with an 
economy many times smaller. On the other hand, many of our 
social observers express attitudes held over from times ofa 
subsistence economy when people scrimped and saved to fill the 
larder for the coming winter and to prepare against the ravages 
of frontier living. If a homemaker of 100 years ago could live 
through a day with a modern woman, following her from one ap- 
pliance to another, inspecting her wardrobe and dressing table, 
driving with her to the shopping center, watching in unbelief as 
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she prepared convenience foods, sharing some of her leisure time 
pleasures, she might pass a stern moral judgment or she might 
come back to life out of sheer delight and astonishment. The point 
is that the standards of one way of life should not be invoked to 
judge a succeeding living pattern, in which the demands for work 
and thrift and provision for the future change so radically. In 
fact, if we were to revive some of the concepts of bygone days as 
to hours of work or habits of frugality, we might moralize our- 
selves into a devastating depression that would endanger our 
national welfare and safety. 

Over the next ten years there will be an acceleration of the 
very trends which have made today’s ways of living so different 
from those of years ago. And so it may be appropriate to examine 
some of the attitudes which we bring into this and succeeding 
decades. 

During the past two years we have seen frequent references to 
the national purpose. What we adopt as a national purpose will 
obviously influence our attitudes toward work, thrift, education, 
and many other areas. I would like to propose a few elements of 
a national purpose which I believe marketing men and mass com- 
municators are particularly well qualified to implement. 

First, we are agreed that a primary mission is to continue to 
preserve and develop the supreme place of the individual in any 
organized society. The philosophy of the individual has liberated 
the Man with the Hoe, enabling him to share in enjoyment of the 
Full Life. All we ever want to adopt from a collectivized society 
—a world of ants—is an appreciation of great public projects. But 
we will never, hopefully, permit the subjugation of the individual 
for the sake of social housekeeping. 

A second point of national purpose would be to extend the 
benefits of the high mass consumption in the United States. In 
1947 half of all families had incomes under $4,000; and even taking 
inflation into account, only one-fourth will have incomes in this 
lower group by 1965. In not many years, discretionary income 
will be in the hands of virtually everyone in the country. This, I 
submit, is one of the greatest accomplishments of American 
democracy—a new dimension of freedom. It must be a continuing 
effort for more and more people to share fully in the country’s 
wealth. 

Next, we must assign an appropriate proportion of our national 
output to defense—and, although today’s expenditures are already 
high for peacetime, we will probably have to raise them. 

A fourth effort would be to devote a larger proportion of our 
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national wealth to extending the benefits of higher mass consump- 
tion to under-developed areas of the world. We must achieve 
breakthroughs in the problem of poverty abroad—with more im- 
aginative uses of dollars, food, and technical help—to forestall 
political explosions. Certainly this and peace are our current 
national missions, 

A fifth goal would be to maintain such influence as will keep 
India outside the Soviety-Chinese orbit. A primary assignment 
would be to effect more rapid advances in its economy. It is al- 
most tragic to realize that per capita production in India is only 
two per cent of productivity in the United States. We would be 
in a fool’s paradise to believe that we can indefinitely keep as 
friends a people who share with us such a minute fraction of the 
necessities and the amenities of life. India must be far better 
fed, housed, and clothed, if it is to continue as a keystone in the 
free world’s hopes in Asia. 

A sixth element of purpose would be to maintain the most ex- 
acting precautions for peace during the remaining life of the Old 
Guard in Russia and China. We can assume that the threat to 
peace is inside Russia, in the sense that there is critical balance 
between the old Marxists-Leninists and the modern Soviet man. 
The Old Guard is far more dominant in China—but China, for the 
present, lacks the capacity for all-out war. New Russia is dom- 
inated by science; and a people oriented to science ask questions. 
They come to realize that no answer is final. They see that 
history follows change-by-process and not the road-signs of a 
dogmatic ideology. Younger Russians are intimately involved with 
the scientific revolution, the very nature of which is constantly to 
challenge authority and to oppose one viewpoint with another, to 
obsolete one set of ‘‘facts’’ with another set. The impulse to chal- 
lenge authority raises the dignity of the individual and encourages 
people to seize the right to act and live as individuals. And fi- 
nally, the Russian people are gaining a new awareness that life 
need not be a path of drudgery but of continuing self-fulfillment. 
This awareness is providing incentive for higher living standards 
and higher mass consumption. In short, a Russian society oriented 
to science and technology is developing a mentality that may con- 
ceivably meet ours more than half way. 

The danger to peace arises chiefly in the rigidity of the old- 
line Leninist-Stalinists. Through their remaining lifetime, our 
problem is to maintain decisive deterrent power to keep oligarchic 
egos in check that are flushed with triumphs in science and geo- 
politics—egos that can breed illusions to trigger war. Again, if 
we can preserve the peace through the life expectancy of the older 
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Chinese communist—and through the evolution of the science- 
oriented Chinese we may be far better able to keep the peace 
through the indefinite future. With the support of younger minds 
in Russia, we might well exert a deterrent influence on the ex- 
pansionist aims of China, 

Concern with the national purpose, I believe, will touch the in- 
dividual conscience more compellingly than it has in the past. I 
would say that the electorate over the next few years will demand 
clear articulation of national purpose, along with drive an energetic 
programs to carry it forward. 

Responsibility to the community is another area of conscience. 
The modern citizen today is committing much more of his income 
to the general welfare than his ancestors did. Some of this com- 
mitment is made under pressure for national survival; but never- 
theless, the individual continues to vote for government officials 
who appropriate increasing levels of taxation for social progress. 
The meaning of ‘‘community’’ has considerably broadened in the 
individual’s range of interest. Where once the hometown was the 
almost exclusive object of public benefit, now as a country we 
feel an obligation to societies remote not only in miles but in 
customs, language, and political viewpoint. As our national eco- 
nomy grow from $ 1/2 trillion to $ 3/4 trillion over the next ten 
years, we will probably have a greater sense of obligation to under 
-priviledged countries abroad, 

Certainly we are likely to spend a higher proportion of our 
income for social advancement at home. The percentage of our 
total national budget devoted to the social capital outlays—that is, 
schools, hospitals, basic transportation, etc.—has risen markedly 
in recent years, and will undoubtedly go higher. Since 1949, the 
proportion of local and state revenues has risen from 43 to 52 per 
cent of Federal revenues. 

Another basic element of conscience relates to work, since it is 
only through what we produce that we can meet our various com- 
mitments. Today’s average work-week is 40 hours compared to 
60 hours at the turn of the century. But it would be absurd to ex- 
pect today’s worker to be mortified by this comparison. He can 
hardly be called lazy, inasmuch as he produces about four times 
as much per hour as the worker of 60 years ago. Over the next 
ten years, another two hours will be dropped from the work-week 
—but nevertheless, the worker of 1970 will produce one-fourth 
more per hour than his counterpart of 1960. And someday when 
we have a four-day week, the worker will still considerably out- 
produce the worker of today. He, too, is not likely to think of 
himself as a loafer. At the same time, we have seen a great 
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change in the character of labor. Making a living requires far 
less sweat of the brow. Despite a population which has far more 
than doubled—we need no more farm labor to feed us than we had 
in 1900. And fewer men are needed to mine a ton of coal or to 
process a ton of steel. 

In our own times we have seen a dramatic shift to the service 
industries. In 1946, 45 per cent of the nation’s workers were in 
distribution, service, and government; and 55 per cent in the pro- 
duction industries. In 1950, the service group passed the nation’s 
labor force; that is—the pattern has more than reversed itself in 
less than 15 years. These statistics tell of the decline in the need 
for physical exertion in creating our national output. In the Six- 
ties, and certainly in the Seventies, more mechanization and more 
automation will lead to a still higher ratio of white-to blue-collar 
workers and to a further change in character of work. 

Attitudes toward thrift are another basic point of conscience. 
In this the country has undergone radical transformation. It can 
be measured in several ways. First, as to savings: Any com- 
parison with previous years must be made against the background 
fact that most families enjoy discretionary income today, compared 
with very few families, say 50 years ago. The average family has 
assets of $1,000 today, compared with very few dollars years ago. 
Forty per cent of all families today have no liquid assets; years 
ago this was the fate of the great majority. For so many people 
today to be without liquid funds might suggest a nation of spend- 
thrifts, except for the fact that other forms of thrift have recently 
developed. In just ten years, for example, the nation’s assets in 
social security and pension plans have multiplied seven times. 
The number of people covered by health insurance has grown 
sharply each year. With this provision for the future, it is not 
surprising that large segments of the population should conclude 
that they can afford many things that their parents or grandparents 
could not. Also, there is an implied promise on the part of govern- 
ment to maintain full employment, so that the individual feels less 
of an incentive to protect himself against hazards of health and old 
age. 

Another measure of the national sense of thrift is in a great 
expansion of consumer credit. Today the average family has 
credit obligations, excluding payments on mortgages, of almost 
$900. Total installment credit has climbed to three times the 
level of 1949. Or, for a somewhat more vivid comparison: the 
payments that most of the country’s breadwinners must make on 
installment purchases are greater than the unemployment checks 
they can expect in the event of losing their jobs. Their optimism 


e 
e 
e 
n 
n 
ir 
r 
S, 
ly 
e 
or 
is 
to 
x- 
an 
es 
xt 
ek 
rth 
en 
t- 
of 
2at 


8 DYNAMIC MARKETING FOR A CHANGING WORLD 


is apparently so strong as to encourage commitments which leave 
no money even for subsistence—food, clothing, housing, etc. It 
may well be that because of various payroll deductions for social 
security, health insurance, and stock plans, the consumer is aware 
of a kind of forced saving, and so perhaps feels justified in com- 
mitting the rest of his pay check to loans on the future. 

It is therfore likely that there is less of a sense of individual 
responsibility for the future today than in former times. Certain- 
ly, the need of being providential used to be very much on people’s 
minds. The language was full proverbs like ‘‘Waste not, Want 
not,’’ ‘‘Work for the night is coming,’’ ‘‘A penny saved is a penny 
earned,’’ ‘‘Save for a rainy day.’’ We don’t hear these slogans 
so much anymore. It might well be that a sense of responsibility 
for the future and for the hazards of living has passed from the 
individual to society at large. There is perhaps less of a sense 
of individual thrift and more of a sense of collective thrift. An 
outgrowth of this change is an impression that the individual can 
afford to indulge himself more liberally in the present. 

Another influence in our attitudes is responsibility to the next 
generation. This has expressed itself more insistently in recent 
years in concern over education. More people today feel an obli- 
gation to put aside enough funds to support a child through college 
years. And young people also are being motivated to pay for more 
of their own education. We are a better educated nation than we 
were in former generations. While the population is two and one- 
third times greater than in 1900, the number of high school and 
college graduates has multiplied by more than 15 times. 

A greater sense of responsibility for widespread education is 
related to a growing seriousness among at least certain segments 
of the population—a sense that we should have greater cultural 
adulthood as a nation. With still more leisuretime in prospect, the 
average work-week even today, is five and one-half hours shorter 
than the average worker’s ‘“‘leisure week.’’ With a rise in edu- 
cational interests, people will feel some sense of obligation to use 
their free time for cultural advancement. Older people will be 
motivated to keep up with the educational progress and interest of 
their children. With more time to waste, there may be more 
wasted time—but we can also expect many more amateur painters, 
musicians, scientists, as well as enrollees of adult extension 
courses, 

Going back, then, over the basic attitudes I have mentioned, we 
can say that the American people over the next ten years will be 
more alive to the urgencies of a national purpose; while, at the 
same time, they will be receptive to shortening of the work-week. 
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To build individual security, they will continue to rely heavily on 
social security and insurance plans; and they will show continued 
interest in spending discretionary income for present enjoyment, 
as well as a willingness to commit future income to present pur- 
chases; and finally, a greater eagerness to use leisure profitably 
for higher cultural achievement. 

I am aware that there are forecasts of other directions that 
American society may take. One view sees the country falling in- 
to serious decadence through worship of a chromium calf anda 
relentless pursuit of the baubles and symbols of conspicuous con- 
sumption. To document this charge, they point to people lying 
around in ‘‘sun oil stupor’’ and they denounce the four-poster 
canopy bed for poodles. In a counter-trend, a number of con- 
sumers aim for conspicuous under-consumption. They are at 
tracted to austere products because these seem to symbolize in- 
difference to material possessions and a certain asceticism of 
spirit. In this way status symbols develop through the inversion of 
conventional status symbols. In part, this pattern of buying repre- 
sents personal taste; it also betrays anxiety about the evolution of 
American affluence. After our boats and our swimming pools and 
electric can openers, critics ask, ‘‘where will we go next?’’ 

The economist, Rostow, points to five stages of economic 
development: The traditional society, pre-conditions for take-off, 
the take-off, the drive to maturity, and the age of high mass con- 
sumption. The United States, of course, is in the age of high mass 
consumption—and there is no economic experience to suggest what 
the next stage will be. 

Some urge a new adulthood upon America and with the sug- 
gestion that it turn its back on preoccupation with material things 
of living. I think all of us will agree that a new adulthood is de- 
sirable, but I think it canperfectly well take as its base—and indeed 
it may require as its base—a continuing, and evenrising level of 
prosperity. We can perfectly well achieve a cultural adulthood 
and still have cars, air-conditioned homes, and supermarkets. We 
have no evidence to prove that poverty is a precondition of intel- 
lectual advancement. As a matter of fact, the great universities 
of the old and new world provide some of the most comfortable 
living with the greatest concern for aesthetics to be found any- 
where. Is the only alterative for Americans, having achieved 
their present living standards, to turn back to a level of sack- 
cloth subsistence? 

I don’t happen to think so. What I believe can be in store for 
this country—as Utopian as it may sound—might be called the Age 
of the Humanistic Man: An age devoted for the first time to re- 
leasing the potentials of the human being. Until now, man has spent 
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his life in an escape from the raw pangs of savagery—escape from 
the fears, hunger, persecution and war which have seemed to be 
much more his lot than freedom to seek out his own creative spirit 
and so raise himself; to readjust to the vision of man freed from 
the pursuit of survival with all its harshness; to seek the stuff of 
life that marks him as a human. 

If we are to take this time to catch our spiritual breath, then 
what is happening is no loss in national purpose but simply a pause 
as we rise from one stage of evolution to another. And if we are 
criticized for pausing in this search, we are taking up no more than 
a few moments in the history of the race—even if the search lasts 
through a generation. It is worth the time—no other culture has 
taken this step before. 

A loss of purpose may also seem to appear when man emerges 
into a new world only to find it marked by irrationality. In his 
earlier stage, man’s escape from savagery had the excitement of 
the rational and the insight of pure and applied science. Now, 
having shot a satellite around the sun, he is at the apex of his 
rationality only to find that he is still left with himself—his des- 
tructive as well as his creative self. Within thirty years some 
men set out to kill six million other men by the furnace. Today, 
the most advanced nations are prepared to blow each other up. 
Great political leaders cannot even meet to discuss world tensions. 

What is wrong? Man has conquered most everything save him- 
self. Thus, the American mission is not only to help release other 
men from the raw savagery of survival—a primary first condition 
—but to assault humanistically the condition of man inside himself. 
This is not culture in any narrow sense of books, or paintings, or 
symphonies, This is not living by second-hand experience or 
third-party observation. It is concerned, rather, witha redirection 
of man, What is man’s potential? What arethe bruising conditions 
of environment which inhibit his spirit? Looking at the great pro- 
totypes—the Schweitzers, the Lincolns, Ghandis, what do we see of 
man’s promise for himself? 

By a crusade to release man’s real potential, by learning to 
understand and live with maturity, the Age of the Humanistic Man 
will encourage development of the internal man, as well as the 
conditions of life around him. It will be an age when we will have 
our own equivalent in pyramids and cathedrals—and a remarkable 
thing will happen, The builders of the newcathedrais and pyramids 
will enjoy both a standard of living and a freedom in leisure to 
share in their creations—which monument builders have never 
enjoyed before. I would therefore like to urge that the prospects 
ahead are not a case of ‘‘either or’’—either prosperity or culture. 
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We can combine them to create a humantistic culture that may 
prove to be democracy’s greatest achievement in history. 

You and I have chosen a profession in which we may not create 
the symphonies or the sculptures or write new manifestos for 
man—but we will nevertheless, through further advances in mar- 
keting, help assure a base of prosperity which will be the envi- 
ronment of the Humanistic Man. Just ten years ago we were re- 
sponsible for the marketing of $233 billion of products. Today, 
our job is to move $328 billion. By 1970 we will have to move $465 
billion. We have kept pace through productivity gains in distri- 
bution and marketing communications, and our productivity must 
continue to climb. The American Marketing Association has made 
outstanding contributions to the tremendous job of marketing the 
country’s expanding output. Each year, it seems to me, it is 
making a deeper impression on the minds of management in pro- 
jecting the role of marketing in business and in our economy. 
There will be even greater need for your experience, talents and 
ability to manage innovations over the next ten years. 
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2. A PROPOSAL FOR ADVANCING 
SCIENCE IN MARKETING 


Thomas B. McCabe, Jr.* 


am sure you would agree that marketing today as a major force 
I in industry is facing the greatest challenge in its history. In 
order to meet this challenge, our companies individually and the 
economy collectively will need sharper marketing tools and more 
intelligently trained marketing personnel if we are to fully cap- 
italize on the national and international marketing opportunities at 
hand, 

As a science, marketing has not kept up with advances in the 
area of technology in other areas. The whole process of creating 
demand for goods and services and distributing these goods in 
line with reasonable profit objectives has not been fully evolved 
or exploited. And each year the problems and opportunities be- 
come ever more complex, particularly when we find ourselves 
operating on virtually a world-wide basis. 

In this connection, I would like to chat with you briefly about 
an idea which the President of our Company has proposed and 
which we at Scott are anxious to see developed and are willing to 
contribute toward that end. An idea which we feel can materially 
contribute to an improvement in the science of marketing. An 
idea which will need the intellectual and economic support of all 
of you if it is to be fully realized. And an idea which we feel 
should contribute materially to the sales and profit growth of the 
majority of industry and the economy as a whole. 

Basically, we feel that there is a substantial need for the im- 
mediate establishment of an institute that would be dedicated to 
the task of developing improved technology in the area of mar- 
keting and boosting standards of marketing education at the grad- 
uate level. 

Nationally the need is great. Most companies of any stature in 
our economy, be they regional or national in their operations, 
manufacturer, wholesaler, or retailer, are going full speed ahead. 
The sum total of these expansion plans add up to an enormously 
challenging national objective. In the overall, this visualizes an 
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increase in gross national product from around a 500 billion dollar 
level in 1960 to approximately a 750 billion dollar level in 1970. 
And many businesses within this overall figure have growth plans 
which visualize corporate growth of 100 per centor better over the 
next 10 years. Our national objective visualizes the maintenance 
of full production, continued high employment, continuing im- 
provement in the standard of living, and greater participation on 
our part in the economic development of the fringe areas of the 
world. 

We must accomplish all of this within the framework ofa 
dynamic, highly competitive economic and social environment. 
For those of us in marketing, this represents a tremendous chal- 
lenge. Although the orientation of manufacturing companies today 
is increasingly toward the market and away from production, in 
the sense that marketing management is providing production and 
research with direction closely related to marketing requirements, 
we are still lacking in the area of technique. In any competive 
segment of the market today, the organization with the sharpest 
techniques and the greatest experience in utilizing them will win 
the game. 

An outstanding example of the marketing challenge we face can 
be found in the area of new product development. Fifty years ago 
scientific and technological research had hardly begun. Today it 
is a major force in United States industry and is growing at a very 
rapid rate. The pressure on us in marketing has just begun. In 
1959, it is estimated that 9 billion dollars was spent on new pro- 
cesses, new products, new technological developments of every 
kind. Five years ago, the figure was just half this amount, and 
since it takes an average of six years to develop a new product 
from a technological point of view, the number of new products 
that will be thrust on us marketeers to sell in the next few years 
will be staggering compared with what we have had to accomplish 
in the past. Unfortunately, our results to date in successfully 
marketing new products throughout industry have not really been 
too outstanding. It is estimated that some 6,000 new products are 
introduced each year and only about 500, or 8 per cent are really 
successful. The major reason for failure seems to be the lack of 
sufficient accurate testing prior to launching. 

Of course, we all know that test marketing is the final approach 
to the commercial introduction of a new product. But what is in- 
volved in test marketing? How many markets shall be employed? 
I wonder if we all could agree on the basic principles to be applied 
in the selection of them. Then there are the many questions to 
be considered in determining the test methods that are to be used. 
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And probably one of the most critical questions is, ‘‘when will we 
have adequate information to make a proper decision?’’ This is 
one great area in which our research techniques must be im- 
proved. It is only one of many which face many of you almost 
every day. Some of you may be thinking this very minute of some 
problem connected with product development for which you would 
earnestly like a more accurate or dependable testing method. In 
many fields of market research there seems to be no real agree- 
ment as to the research techniques to use in any given situation. 
For example, there are several different techniques for measuring 
the size of television audiences—and at least two ways of measur-~ 
ing the effectiveness of magazine advertising. Scott Paper Com- 
pany, as every other large advertiser, uses all forms of national 
consumer and industrial advertising. But what is the relative 
sales effectiveness of these various media? Just about everyone 
is making some effort toward finding out more about this. I know 
that considerable progress has been achieved in auditing audienc- 
es, measuring advertising awareness and probable influence. But 
the critical evaluation of return from advertising and promotion 
effort is a kind of “holy grail’’ that so far has eluded every at- 
tempt toward solution. 

The standard answer when this question is asked seems to be, 
‘*You can’t compare apples and oranges.’’ Yet every advertising 
medium, whatever its nature, has only one function and that is to 
get a selling message into the minds of consumers and make them 
act upon it. If each medium has a sales effect, it should be possi- 
ble to measure that effect. As yet, we do not have the methods for 
doing this adequately. 

One of the primary purposes of such an Institute as I propose 
here would be to provide a ‘‘togetherness’’ and a ‘‘singleness of 
purpose’’ of all concerned toward the advancement of scientific 
methodology in the solution of such problems as this. There are, 
of course, many other areas for improving our research tech- 
niques—sales forecasting, selection and training of salesmen, de- 
velopment of more effective packaging—just to mention a few. 

What is required is the development and improvement of basic 
techniques which we can adapt to our own operations. We are, 
therefore, proposing that a number of companies and associations 
join together in the establishment of a marketing institute devoted 
to this cause. This would be an independent institution staffed by 
top-flight social scientists and mathematicians. At least in the 
beginning, the institute would be relatively small in size and would 
devote its energies to a few major top priority projects. The in- 
stitute would have perhaps a dozen full-time staff members 
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recruited from our great universities and some from industry. 
The actual research work would be under the direction of a man 
fully familiar with the current status of technology in marketing 
research and a man with a compelling interest in the field. 

In addition to encouraging and supporting the advancement of 
marketing technology, the institute would provide another major 
benefit in the form of assisting toward the improvement of the 
curricula of universities and colleges in the science of marketing 
research and salesmanship. Members of university staffs working 
on specific research projects should develop more thoughtful intel- 
lectual concepts which would become a part of the teaching spec- 
trum of their own institutions. Further, we visualize that every 
effort would be made to transmit findings of the institute to the 
proper people in educational institutions. They would be encour- 
aged through periodic seminars to make a continuing contribution 
to the work of the institute and the institute in turn would, hope- 
fully in a constructive fashion, influence their thinking and that of 
the students graduating each year. In our Company, we are par- 
ticularly concerned by the fact that graduating students do not 
through typical business school programs receive adequate train- 
ing in technique, nor acquire a sufficient comprehension of mar- 
keting fundamentals. 

Institutions have been developed in other fields along some- 
what similar lines to the one we have in mind for marketing. The 
Institute of Paper Chemistry in the field of technical research and 
the National Bureau of Economic Research in the field of econom- 
ics are samples. In each case, the institutions are operated 
largely on an independent basis maintaining close contact with both 
industry and the academic world. 

In order to be successful, such an institute would require not 
only the financial support of a wide range of industry, but also the 
willingness of industry to provide the institute with certain types 
of research information and also to participate in technological 
experimentation, 

The fundamental findings as developed would be published. 
Everything published would be available to all business firms just 
as all medical discoveries are available to the medical profession. 
If those who support the institute feel that they ought to derive 
from it special benefits as a result of their support, some of these 
benefits could be in the form of consultation privileges or access 
to specific material before publication. Also, the supporting firms 
would have an opportunity to send qualified men to the institute for 
special research and study. The institute would not, in our view, 
conduct contract research nor be set up in any way as a business 
eaterprise. 


J 

e 

t 
g 
fe) 
i- 
or 
se 
of 
ic 
e, 
e- 
e, 
ns 
ed 
by 
he 
ld 
in- 


16 DYNAMIC MARKETING FOR A CHANGING WORLD 


We should recognize that progress has been made in the de- 
velopment of advanced marketing education and technology in the 
past ten years. A number of universities now offer graduate de- 
grees in marketing at both the masters and doctors levels, but 
these are primarily teaching schools and are not dedicated to the 
development of basic techniques in the marketing area. Further, 
they do not provide the type of extraordinary graduate training in 
marketing that is essential to meet today’s marketing challenge. 
We visualize that the institute I have outlined would provide this. 
Study at the institute would involve actual participation in the de- 
velopment of new marketing techniques in the same way that ad- 
vanced graduate work is oriented in technical fields. That is why, 
in the course of much discussion and thought, it has been suggest- 
ed that the institute be given the name— The Institute For Science 
In Marketing. Such a name would describe an organized effort de- 
voted to the advancement of marketing education and technology. 
We believe that this is the kind of undertaking which could work 
hand-in-hand with your own marketing association with a minimum 
of duplication and a maximum of accomplishment. 

The principal question at the moment if you recognize the need 
for such an institute is where do we go from here? Gordon Hughes 
and I have addressed ourselves to this problem for the past sev- 
eral weeks. Following a recent meeting with our President and 
Vice President In Charge of Marketing, it was agreed that Scott 
Paper Company would underwrite the cost of a study to determine 
the exact nature and scope of the institute. I am happy to report 
that an outstanding man from the field of education has agreed to 
conduct this study—Professor Albert Frey, who taught Marketing 
at the Amos Tuck School, a gentleman who I am sure is well known 
to all of you. Professor Frey is very familiar with all aspects of 
marketing and has conducted a number of special studies in rela- 
tion to major marketing questions. I am sure you will join with 
me in wishing Professor Frey every success. From his efforts 
now and later from the intellectual and economic support of the 
marketing world which you represent will be born an institution 
which could contribute so much to our future economic growth and 
well-being. 


3. SHOULD THE UNITED STATES 
TRADE WITH THE SOVIET BLOC? 


W. Halder Fisher* 


HE problem which has been posed for this panel goes far be- 

yond the ordinary bounds of economic inquiry into the realm of 
world politics. In my dual role of moderator and of social sci- 
entist, I feel it my duty to indicate the types of information which 
we must have if we are ever to answer this question. 

In the economic sense, trade can only result from unequal 
distributions of possessions, on the one hand, and of needs, on 
the other. Mutually beneficial exchange, therefore, can occur if 
each party has something the other party wants and if there isa 
framework of shared institutions within which satisfactory ratios 
of goods-to-goods or of goods-to-money can be established. Thus, 
it follows that, before we answer the question, ‘‘Should the U.S. 
trade with the Soviet bloc?’’ we must have answers to several 
other questions, among the more important of which are: 


1. What does the United States have that Soviet countries 
want? 

2. What do Soviet countries have that the United States 
wants? 

3. Does the institutional framework within which Soviet- 
American trade must occur make mutually beneficial 
exchanges possible? 


In addition to these three broad questions, there are others 
which our present context makes equally important. The latter 
derive primarily from the fact that we are here as representatives 
of businessmen, of academic institutions which train future busi- 
nessmen, and of organizations which provide special services to 
businessmen. Any American corporation or individual that buys 
from or sells to a Communist country is a private party dealing 
with a monolithic government. This is not an unusual position— 
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many American businessmen sell to our own and/or to other 
governments—but such relationships inevitably raise further ques- 
tions: 


4, Is there an acceptable medium of exchange? 

5. Does each party respect the institutional conditions 
necessary for the other’s survival? 

6. Will trade cost the individual businessman more than 
he gains? 


Let me explain briefly each of these six questions. Taking 
questions 1 and 2, I fell sure that we in the United States have 
many things—particularly machinery and productive ‘‘know-how’’— 
which the Soviet countries need and would buy. However, I am 
not so sure about the other side of the picture. 

The third question poses a major socio-political dilemma. 
For mutually beneficial trade to occur between our two economic 
systems, the act of trading should not weaken nor contribute to the 
destruction of either. But the act of trading can be a highly ef- 
ficient weapon wherewith one country attacks the other’s economy. 
Commercial relationships inside the Soviet bloc are determined 
by governmental policy to a degree impossible within the United 
States. It is, therefore, possible for the Soviet Union to utilize 
trade relations quite effectively as one means of achieving its 
avowed intention of destroying American capitalism. The fact 
that our country is relatively decentralized, by comparison, in its 
decision making undoubtedly is a handicap in its efforts to contain 
and ultimately to destroy the Communist economy. For example, 
this meeting is being held in what may well be termed the ‘‘Cereal 
Capitol’’ of America. It is conceivable that, under freer trade 
relations, despite the existence of an American wheat surplus, 
Russia could offer to sell wheat to American millers at prices for 
below the world price, and even below Russian costs. By treating 
the cost of such an offer as one cost of the ideological conflict, 
Russia might threaten the entire United States farm program with 
respect to wheat. Unless our speaker from the Soviet Embassy 
can assure us—and unless we can assure them—that each nation 
will respect the other’s institutions and will do nothing deliberate 
to harm them, it is difficult to say how a mutually beneficial 
framework of trade can exist. 

Turning now to the fourth question, when a private business 
deals with a Government, it can only assume, but it has no power 
to insist, that the goods or payments due it will be forthcoming in 
the agreed quantity, quality, time, and manner. American sellers 
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abroad require predictable foreign exchange rates and predictable 
price levels in customer countries. Wherever manipulation of the 
price level is a recognized device of government policy, the 
requisite assurances cannot be given. This leaves the export of 
Russian gold as our only alternative means of payment. Although 
completely legitimate and useful, payment in gold may be subject 
to long-run limitations. But even more important to the indi- 
vidual business is the assurance that its proprietary interests will 
be recognized; and any foreign buyer must guarantee this. Here 
we have perhaps the most difficult single dilemma of Russian- 
American trade relations. American patent rights are valuable 
assets to their American owners and have been recognized and 
protected as such in most countries of the world. It is a dogma 
of Communism, however, that patents are exploitative monopo- 
listic devices; and the Soviet Union is on record as unalterably 
opposed to them. Thus, if the American businessman insists on 
the full recognition of American patent rights, he would be asking 
the Soviet Government to violate one of its basic precepts. Yet, 
if such rights are not recognized, American sellers of patented 
items can have no recourse to Soviet courts, for the latter cannot 
act to force the government, of which they are part, to violate 
its fundamental economic ideology. Without guaranteed proprietary 
rights, an American businessman who sold a machine could not be 
sure to benefit from its sale, regardless of how favorable that one 
sale might be: The machine could be copied and sold to his other 
potential customers outside the U.S.S.R. The American business- 
man would be in the position of a football coach who has been 
asked to sell his secret plays to another coach. If they operate 
in different leagues, he may be tempted to do so; but, if there is 
any possibility that the two teams will play each other, proper 
concern for his own best interests forbids the sale. 

I have tried to sketch out just a few of the questions which 
must be answered before we can attempt to answer ‘‘Should the 
U.S. trade with the Soviet bloc?’’ Any decision which we make 
as businessmen or as business advisors, as well as any decision 
by the United States Government, should take these questions, at 
least, into consideration. As their contribution toward solving 
this important problem, I hope that our panel speakers will ad- 
dress themselves objectively and factually to these and to related 
points. In my concluding remarks, I will attempt to indicate the 
degree to which I think they have succeeded. 
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Frank Scheaffer* 


am very happy to be here today, not only to see old friends and 

make new ones, but because the subject of our meeting is of 
great interest to the Department of Commerce. The importance 
of increasing American exports, and the changing patterns of 
world trade and international economic competition, were the 
subject of a special message to Congress by President Eisenhower, 
in March of this year. That message outlined a number of steps 
which the Government would take to help increasse U.S. exports, 
and the Department of Commerce is doing all it can to support the 
President’s program. Not only are the usual informational serv- 
ices, such as Foreign Service reports, and Field Office inter- 
views, being intensively exploited, but Commerce Department 
personnel are being sent on special missions to many areas of 
the world, in order to help stimulate interest in American prod- 
ucts, and to try to identify and iron out hindrances of various 
kinds which may impede the expansion of our foreign trade. 

In fact, I am pleased to be able to say of my own organization, 
that although its primary responsibility is to administer export 
controls, we are nevertheless making a substantial contribution 
to the export promotion program. I have, myself, served on four 
trade missions, and others of our staff have gone, or are in 
training for, trade mission activities. In addition, export control 
personnel are now serving abroad in the Foreign Service in 
economic and commercial capacities. 

However, we are all aware that trade with the Soviet bloc is 
somewhat different from trade with other areas. I think, in fact, 
that the somewhat peculiar wording of the subject of this panel 
is the result, consciously or not, of the realization that many non- 
economic factors must be taken into account. Our subject is not, 
‘‘How To Increase Trade with the Soviet Bloc,’’ or ‘‘U.S. Soviet 
Bloc Trade Potential.’’ The subject is, rather, ‘‘Should We Trade 
with the Soviet Bloc?’’ 

In preparing for our discussion this afternoon, I took occas- 
sion to re-examine the statistics of postwar trade between the 
United States and the Soviet bloc. I also studied the content and 
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composition of that trade. For the ten-year period 1950 through 
1959, U.S. Soviet bloc trade made up an extremely small share 
of total U.S. foreign trade. In this period, imports from the 
European Soviet bloc averaged $59 million, and exports $34 
million, annually. This was one-half of one per cent of total U.S. 
imports, and two-tenths of one per cent of total U.S. exports. 
Only a few commodities figured significantly in this trade. Ben- 
zene, platinum, chrome, pork products and furs accounted for 
almost all of the imports, by value, while exports were principally 
agricultural products and machinery, a few industrial raw mate- 
rials and some textile machinery. 

One thing impressed me very much about our exports. The 
variety of industrial goods purchased was large but the volume 
small. Many companies have sold one or two of their machines 
to the Soviet bloc. As far as our records show, however, not only 
have there been few repeat orders for machines—for the most 
part, there were no orders for repair parts, either. 

What accounts for the low level, and the restricted nature, of 
trade between us and the Soviet bloc? The variety and volume of 
American production has never been so high, and consumers the 
world over are eager to obtain our products. Are U.S. export 
controls the stumbling block? I don’t think so. Restrictions on 
the export of war materials, or of goodsclosely related to military 
items are, unfortunately, still necessary. But the proportionof our 
exports which is under export restriction is small, and has been 
progressively reduced, year by year. Only recently we added 
several additional commodity categories to the list of items which 
may be exported to the Soviet bloc on a General License. 

Incidentally, I don’t have to remind you that government control 
over foreign trade is far more extensive in the Soviet bloc coun- 
tries. By the very nature of their governments, all trade is a state 
monopoly, and is carried out in conformance with national eco- 
nomic plans and political considerations, rather than in response 
to the forces of supply and demand in the marketplace. 

I might also point out that approvals of license applications 
for the USSR alone totaled about $75 millions during the period 
1952-1959, whereas actual exports were around $20 millions. 
Undoubtedly, some of these applications represented duplicate 
inquiries, and some shipments may yet be made against others 
since licenses remain valid for six months. However, the way 
has always been open, and is still open, for a substantial in- 
crease in our trade with the Soviet bloc. There are many things 
which have been approved for sale to the bloc, under validated 
licenses, as well as a long list of items which can be exported 
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under general license. And, conversely, American doors are open 
to salesmen from the Soviet bloc who may have a worthwhile 
product to sell. 

I thought it might throw some light on the subject if I comment 
on why our export promotion drive cannot operate effectively in 
the field of U.S. Soviet bloc trade. For various reasons, this 
program can hardly operate at all, in this area. For example, the 
normal commercial activities of the Foreign Serivce cannot be 
carried on in the Soviet countries, without raising accusations of 
espionage. 

Credit guarantees, of course, cannot be brought to bear. Under 
the Johnson Act, the extension of credit is illegal, and must re- 
main so until outstanding obligations toward the United States have 
been resolved, and the Johnson Act is repealed or modified. 

And, of course, there are other difficulties. I don’t have to 
go into details about recent events in Paris. The bitterness and 
hostility which were displayed against President Eisenhower, and 
the unwillingness of the representative of the USSR to talk reason- 
ably and sensibly about the real problems which exist, will cer- 
tainly not make Americans any more eager to buy goods stamped 
‘‘Made in USSR,’’ or, in fact, even to meet agents of that Govern- 
ment or its satellites around the company conference table. As 
a matter of fact, officials of several large U.S, firms called me to 
say that they would no longer quote to the USSR and some have 
canceled planned visits. 

What conclusions can be drawn from the above facts? And 
what is the position of the Government toward trade with the Soviet 
bloc, and toward companies or individuals engaging in this trade? 
I want to make it clear that, as far as official policy is con- 
cerned, there is absolutely no stigma attached tothe carrying on of 
legitimate business with Soviet bloc countries. Under the Export 
Control Act of 1949, and in line with agreements which the United 
States has made with certain cooperating countries, proposed 
trade in some items and technical data requires specific govern- 
ment authorization. License applications may be approved or 
disapproved, depending upon the details of the transaction, after 
technical and policy review. Compliance with these licensing 
requirements is the only legal obligation of any American com- 
pany to the Government. 

Businessmen must also consider problems such as the lack 
of patent or copyright protection; the abruptness with which the 
Soviets change their business partners, for non-economic reasons; 
the unreliability of the Soviet bloc as a supplier, when compared 
with free world producers; the lack of direct contact with your 
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ultimate consumer or supplier; the inability to establish local 
agencies, and so forth. 

The position of the United States Government on foreign trade 
is clear. The continuation and expansion of peaceful trade is a 
eardinal principle of government policy. The USSR and its 
European satellites are not excluded from this policy. Itis 
recognized, however, that trade with these countries is fraught 
with special problems, and harbors hidden traps for the unwary. 

The subject of our panel is, ‘‘Should We Trade with the Soviet 
Bloc.’’ It is the Government view that trade with the Soviet bloc 
is desirable for many reasons. Our conclusion is, however, that 
we cannot urge U.S, industry to take the many risks involved in 
trading with the bloc. We can only say that there is no objection 
to carrying on such trade, provided that all legal requirements 
are met. Beyond that, we hope that American businessmen will 
use due caution, and each of you will make his decision only after 
considering all the special factors which are present in trade 
relations with a Soviet bloc country. 


Tino Perutz* 


Y way of introduction, at the time when I accepted Mr. Ed. 

Devaney’s invitation to participate in this panel, we were 
relaxing in the warmth of the pre-summit spring. In the meantime 
the climate has changed. Yet the general concept of ‘‘World 
Peace Through World Trade’’ is valid. I continue to believe that 
trade—all trade between all nations—is a harbinger of peace, and 
contributes as much or more toward international understanding 
as student exchanges, cultural and scientific contacts and ex- 
panded tourism. 

I do realize that, while as a foreign trader I am not engaged in 
international politics, I cannot avoid being affected by political 
realities, both in the pursuit of my occupation and in my position 
as an American. The resumption of a bitterly cold war and the 
violent campaign against the President have certainly not created 
conditions conducive to a relaxation of export controls or other 
trade-limiting regulations, irrespective of how valid the arguments 
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in favor of trade expansion with the Soviet bloc might be. All of 
us have united in voluntary solidarity with our government; still, 
under our democratic concepts individual interpretations of inter- 
national trade may remain independent of government policies. 

Although the general topic this afternoon is: Shouldwe do busi- 
ness with the Soviet bloc?, I shall limit my remarks to an asses- 
sment of trade between the United States and the USSR. Since 
trade with Communist China is not up for discussion, the Soviet 
Union is the dominant potential trade partner within the bloc. 

Some time ago, it was debated and resolved that a complete 
embargo would be imposed on all shipments of strategic and 
military equipment to Russia. Yet, within that very decade, while 
the embargo was still in effect, Russia annexed the entire Volga 
Valley and parts of Siberia, and subsequently all lands extending 
to the Pacific Ocean and the borders of China. The year was 
1571: the conquerors, Ivan IV and his successors; the proponent 
of the embargo, the Duke of Alba, adviser to Philip II of Spain. 
Clearly, the problem of trade with Russia is not a new one. It is 
also apparent that trade restrictions and limitations have not al- 
ways been effective. 

Our own existing export controls on strategic materials seem 
to have presented no insurmountable hindrance to the growth of 
Soviet military strength. C. Douglas Dillon, a contemporary ad- 
viser to a head of state (but otherwise quite dissimilar to the 
Duke of Alba) observed recently that ‘‘the Soviets, with an annual 
gross product only 45 per cent of our own, are already able to 
fully match our military effort’’. Of course, such directed con- 
centration on areas which contribute most to industrial and mil- 
itary strength has inevitably necessitated complete disregard of 
consumer needs and of consumer goods production in the Soviet 
Union. At whatever cost and privation this program was achieved, 
the point is that the Soviets accomplished their goals in spite of 
the fact that the United States did not supply the materials which 
were essential to the program. 

We know that industrial production in the Soviet Union is 
expanding at an annual rate of 8 per cent whereas our own growth 
is about 4 1/2 per cent. We know that foreign trade is a major 
instrument in stimulating our own productive capacity. We know 
that we must expand our exports, search for new markets, raw 
materials, employ new methods in international marketing and 
financing, adjust our imbalance of international payments. I 
shall not elaborate on these obvious conclusions but I will say 
that they are as applicable to our trade with the Soviet Bloc 
countries as they are to any other area. 
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The Soviet seven-year plan envisages entirely new criteria for 
raising the economic level of its people. By our own standards, 
Soviet citizens are still deprived of many goods and services 
which we consider minimum requirements. The Soviet govern- 
ment, now concerned with the consumer needs of its people, 
eventually aims to provide two hundred million citizens with 
appropriate housing, more and better clothing and generally im- 
proved living standards. The achievement of these goals will 
require a tremendous expansion of existing manufacturing facili- 
ties and improved mass production techniques, including auto- 
mation. Innumerable industries—textile, glass, paper, building 
materials, the entire spectrum of the industrial scale, will be 
affected. To give but one example of an industry with which I am 
somewhat familiar—plastics—present Soviet consumption stands 
at two lbs. per capita per annum, as compared with our own 
rate of thirty-two lbs. The current Soviet seven-year plan pro- 
vides for eight-fold expansion, including the building of two 
hundred and fifty-seven plastics factories. 

In his book ‘‘Inside Russia Today’’, John Gunther points out 
that, during the Second World War, seventy thousand towns and 
villages in Russia were destroyed and almost twelve million 
persons were killed. To a people who have suffered such losses 
so recently we might with a clear conscience lend assistance in 
achieving their economic goals. Why, then, should we not co- 
operate by supplying the tools for the program so that the soviets 
cannot make us the scapegoats for any failure to fulfil their 
plan? If more normal trade relations existed, the Soviets would 
have to look for scapegoats within their own ranks. 

A presidential study group made the point last year that by 
assisting the Soviets to improve their living standards we might 
contribute to an era of good feeling. The consumption of consumer 
goods would be stimulated and ‘‘the results might be to produce 
pressures within the USSR tending to divert from war potential 
to consumer goods’’. How well we know that once a people become 
accustomed to higher living standards they will not willingly 
give them up unless gravely threatened. As Julius Caesar com- 
ments: 


‘““Let me have men about me that are fat, 
Sleek-headed men, and such as sleep a’nights. 
Yond Cassius has a lean and hungry look; 

He thinks too much, 

Such men are dangerous.’’ 
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Of course, I do not mean to imply that thought is an undesirable 
characteristic in man, but it is apparent that the fat man whose 
wants are satisfied is usually more peaceable. 

The Soviets are quite sensitive to the difference between their 
living standards and our own, as shown by a super-emphasis on 
their scientific achievements—which most certainly are recognized 
by the entire world—and the petty jealousy evidenced at Sokolniki 
Park in connection with the American National Exhibition in 
Moscow last summer. Here the Americans were barred from 
distributing cosmetics, cakes, cups and other small items out of 
the American cornucopia. After long negotiations we were per- 
mitted to distribute souvenir buttons, Pepsi-Cola and plastic 
dishes which were molded at the exhibition on a machine contri- 
buted by my company. Who knows, perhaps this Russian sensitivity 
dates from the beginning of the seventeenth century, when Sully, 
the French statesman, excluded Russia from his grandiose concept 
of a federation of all Christian nations. 

In their visits to the United States last year, Mikoyan, Koslov 
and Khrushchev made overtures to American business concerning 
the expansion of trade between our two countries. Khrushchev 
spoke of ‘‘several billion dolars in the next few years’’ which 
could be expended in the United States in conjunction with their 
plans for the consumer goods industry. For our part, we convey 
the impression that what little trade we do, we do half-heartedly, 
almost reluctantly, trying to take as little public credit for it as 
possible. Perhaps the time has come to re-evaluate our general 
approach and to tackle the problems with maturity and realism, 
impairing neither our own dignity nor that of our trade partners. 
On this point, Mr. Dillon recently said that ‘‘we must establish 
rational communications with the Soviets for keeping peace’’. 
Certainly trade must be considered as one of these rational com- 
munications. 

Let us examine for a moment the trade practices of various 
of our friends and allies. At the recent Hanover Machinery Fair 
in West Germany, many German machines were displayed with 
Russian captions, ready for export after the closing of the exhi- 
bition. Japan has a three-year bilateral agreement with the Soviet 
Union, which will account for approximately two hundred million 
dollars worth of trade in each direction. Canada recently signed 
a three-year bilateral trade pact under which the Soviets will 
spent two dollars in Canada for every Canadian dollar spent in 
Moscow. England is committed to a five-year trade pact with 
Moscow which only two weeks ago was under annual disucssion 
between the two members. On June 3rd, 1960, a plastics exhi- 
bition opened in Moscow, arranged by Imperial Chemical Industries 
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of England, to serve the purpose—as that organization frankly 
states—of boosting sales of its raw materials and technical 
‘*know-how’’, 

Our authorities have refused to license exports of certain 
plastic materials—products of the petrochemical industry—whereas 
West Germany and England have contracted to build plants which 
will manufacture those very materials in the Soviet Union. It is 
true that nine hundred items can freely be exported from the 
United States to the Soviet bloc countries, of which many are 
finished and manufactured products. Obviously, the Soviets have 
but little interest in importing most of these items—not unlike the 
policies of many dollar-poor countries where the import of 
finished products or ‘‘non-essentials’’ is subject to prohibitive 
restrictions. 

Naturally, the Soviets want to avoid being dependent upon 
imports of the raw materials or semi-finished products required 
for the manufacture of consumer goods. Consequently, in many 
cases the program entails a vertical development, starting with 
the production of raw materials which will eventually be processed 
into consumer goods. A realistic trade policy will have to consider 
such need for basic industries. (I realize, of course, that it will 
sometimes be necessary to draw the line between those facilities 
for the manufacture of raw materials which the soviets require 
and those plants and processes which we may safely release to 
them.) 

The Soviets genuinely admire both our achievements and the 
informality and spontaneity of life in the United States. Last 
year, my company sponsored a visit to this country of seven 
Soviet engineers who—despite some early reluctance—visibly 
warmed to their surroundings and returned to their homes clearly 
impressed by our technical achievements and the friendly interest 
they had encountered everywhere. In a recent speech reported 
in the New York Times, the Soviet minister of construction 
criticized the ‘‘conformist and monotonous appearance of some of 
the new houses being built in the Soviet Union’’ and suggested 
criteria of proportion, color and texture which I would assume 
were inspired by his visit to the United States. 

American tourists walking down a street in Moscow or Len- 
ingrad have frequently found themselves surrounded by a group of 
well-meaning inquisitive Russians whose first question is—in- 
evitably—‘‘How do you like Russia?’’ Yet, with the utmost goodwill 
between the peoples of both countries, there is no point in creating 
the impression that trade problems between our two nations offer 
easy solutions. The Soviets have frequently assumed a very 
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inflexible position, such as their refusal to recognize patents. A 
patent and copyright agreement subscribed to by the Soviet govern- 
ment would certainly remove one barrier to better trade relations. 

Although most of us are aware of the reason for the Johnson 
Act, namely, the USSR did not repay their wartime lend lease 
debts, we are not all cognizant of the fact that, at the time lend 
lease was discontinued by our government, the Soviets purchased 
over five hundred and eight five million dollars worth of ma- 
terial, which was then on order or in production under previous 
lend lease arrangements. The terms at which this purchase was 
made were identical to those concluded with England and France— 
a thirty-year loan with an annual interest rate of two and five- 
eighths per cent. The Soviets are repaying their obligations under 
this loan very promptly. From my own personal experience, I can 
state that the Soviet purchasing entities with whom we are doing 
business are extremely punctilious in meeting their commitments. 

On the other hand, the Soviets have not been equally dependable 
with regard to their wartime lend lease in the amount of 2.6 
billion dollars in civilian goods. The United States was willing 
to settle this item for eight hundred million dollars; the Soviets 
offered only three hundred million dollars and made no attempt 
to repay even that amount—withholding it, obviously, for bargain- 
ing purposes. 

The practical aspects of trade with the Soviets are quite 
dissimilar to the traditional forms of trading in free enterprise 
or mixed economy countries. In our contacts with this highly 
centralized and bureaucractic system—this monolith of trade—the 
inherent strength of our free enterprise system can turn into 
weakness when we are competing for this trade with the free enter- 
prise economies of other countries. (This, of course, is a con- 
dition which we wish to preserve.) 

So far as competition within our own ranks is concerned, I see 
some merit in the thought of establishing a voluntary trade as- 
sociation of those companies which are engaged in trade with the 
Soviet bloc. Such a body might perhaps formulate certain basic 
conditions which would become applicable to U.S.-U.S.S.R. con- 
tracts. In the interchange of ideas and experiences, American 
businessmen could conceivably determine uniform conditions for 
payment terms, for arbitration clauses, for guarantees regarding 
machinery and equipment—and for the possible implementation of 
such guarantees by retention monies—by the establishment of 
standard norms for any technical personnel who might travel to 
the USSR. In these any many other respects an interchange of 
ideas within such an association might be very fruitful. 
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From personal experience I know that in these areas deviation 
from standard Soviet contracts may be achieved. For instance, 
the standard reference to ‘‘Gosarbitrage’’ (The Soviet Arbitration 
Board) can be supplented by impartial international arbitration 
procedures. In the absence of such a trade association it would 
clearly seem advisable to entrust negotiations with the Soviet 
trading entities to companies who have developed practical ne- 
gotiating skills and who are familiar with this entirely different 
trading milieu. 

It is obvious that much additional discussion and investigation 
will be required for the formulation of a mature and feasible 
policy vis a vis trade with the Soviet bloc. Several members of 
our government have pointed out that, in spite of the summit 
collapse, we continue to uphold and expand contacts and exchanges 
in art, medicine, agriculture and science. It is, therefore, a 
logical correlation that trade be equally considered as a road to 
understanding and peace. 


Vladimir S. Alkhimov* 


will speak only about our own trade policies, and not about the 

whole bloc, because the other bloc countries make their own 
decisions and it is up to them to express their policy. The Soviet 
Union as well as the other bloc countries are in favor of foreign 
trade. The position of my country on this question is one on which 
I am well acquainted. We are in favor of broad friendly relations 
with all countries, whether it be capitalistic, socialistic, or some 
other system. 


*Vladimir S. Alkhimov, Commercial Counselor, Embassy of the Union of Soviet 
Socialist Republics. 


1. Mr. Alkhimov did not submit a formal paper for inclusion in the proceed- 
ings of this conference. Much of what Mr. Alkhimov said was taken by a public 
stenographer who was not acquainted with the subject matter at hand. Because of 
this a number of inaccuracies may be included in this talk. The editor attempted, 
as best he could, to rewrite the stenographers material without losing the flavor 
and major points made by the guest. 
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What are the reasons that we are in favor of trade and the 
broad trade relations? First of all, we think it is very profitable 
and very helpful to have broad trade relations with all countries. 
It also helps to raise the standard of living. 

In looking at the foreign trade statistics we note that we are 
big exporters of machine tools. Our machine tool production is 
three times as large as that of your country. We produce about 
150,000 different machine tools. In this field we are well equipped 
for mass production at low cost. In spite of this, we import 
machine tools in large quantities from other countries, because 
other countries produce them more successfully. 

One reason we favor trade is that we believe it is the duty of 
the government and the people themselves to have closer contacts 
to know each other better, and trade provides a way of doing just 
this. When I am home in Russia (and I hope to go home on my 
vacation at the end of this month) I find it very difficult to explain 
why the Americans do not want trade relations with us. I think 
the Russian people have something in the back of their minds, i.e., 
that we will have peace. With other countries we have always 
had normal trade relations. We even have good trade relations 
with Western Germany. In total we have trade agreements with 
more than 40 countries, of which 38 are so-called Western 
countries. We have trade agreements with all member countries 
of NATO, with the exception of the United States. 

Our trade with England is about $850 million per year. Trade 
with Western Germany this year will be about $350 million. We 
trade with Western Germany irrespective of our political re- 
lations, which are rather bad, but I think it is good that we have 
trade relations with Western Germany because we have more 
contact with them. We get to know them better and we hope to 
improve our relationships. Our trade is growing—if you study 
the 1959 foreign trade report, one finds that the foreign trade 
turnover increased over 1958 by 20 per cent. Our trade in 1959 
is 25 per cent higher than in the previous year. The turnover 
is more than $10 million. In comparable prices, the foreign 
trade of my country has multiplied by more than 8.5 times. 

The Soviet Union is now one of the biggest importers of ma- 
chinery and equipment. We also import raw materials for the 
production of consumer goods. Consumer goods imports and raw 
materials imports for production of consumer goods amounted to 
about $2 million in 1959. 

The import of textiles and fibres, for the production of textiles 
and other goods, from countries with which we have trade agree- 
ments can also be noted. At the same time we supply by export 
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those countries with goods for various industries. The share of 
machines and equipment in our export volume is now 21 per cent. 
We ship many kinds of equipment, many kinds of machines, and 
even ship complete plants. For example, this year we are building 
383 industrial plants in the bloc countries. 

The trade between our countries (USSR and USA) is growing 
little by little, but of course it is very small when one considers 
that these are the largest countries in the world. We are willing 
to accept the production of all countries of the world and have 
entered into utilateral trade agreements with many nations. But, 
with the United States there are many obstacles in the way of nor- 
mal trade relations. We did have a trade agreement with your 
country which existed from 1930 to 1950. In 1950, this trade 
agreement was cancelled, and as a result, we cannot sell our goods 
to your country. One reason for this is that we have to pay very 
high duties to your government. These are usually higher duties 
than imposed for the same goods from other countries. The 
duties are often three or four times higher for Russian goods. 
For example, a bottle of Russian Vodka sells for about six dollars 
in the United States. In Russia we can buy it for sixty-five cents. 
The United States duty is high—it is four times greater than for 
Vodka and liquor from other countries. Of course, the importer 
must sell the Vodka for about six dollars. 

We would like sell raw manganese to this country. We know 
our manganese is better than that from other countries. Your 
demand for it is growing as your economy continues to grow. We 
do not want to impose our products on you, but manganese ship- 
ments to the USA are restricted by duties. Not only this but there 
are many other obstacles to trade with you. Seven kinds of furs 
are prohibited for export to the United States. Why is it that 
American ladies cannot get our furs. Fur is not harmful to them, 
but these furs are prohibited by the US without any explanation. 
It seems they were prohibited in 1950 when our countries had very 
bad relations. 

Crabmeat is another item you cannot buy from the Soviet Union. 
Our crabmeat is being exported to all countries including Britain 
and Germany, and yet the United States restricts its importation. 
Instead Japan exports crabmeat to you. Our crabmeat is better 
than Japanese but is prohibited by your restrictions. We cannot 
learn from your government why it is prohibited except for the 
claim that we use prisoners of war for the production of crabmeat. 
I think you all know we never use prisoners of war for production 
of crabmeat. We have no prisoners. 

Your ships are prohibited from entry into Soviet ports. However, 
ships from all over the world enter Soviet ports, but not United 
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States ships. Since 1950, your ships have been prohibited from 
entering Soviet ports, and the reason for this is the relations of 
the two countries. Our ships may enter United States ports but 
many restrictions and licenses are required of them to get fuel 
and needed supplies. In addition to these restrictions the State 
Department requires an application each time we want to senda 
Soviet vessel to one of your ports. 

You (Mr. Shaeffer) mentioned that more and more food is being 
added to the list of permissable items for export to my country. 
I agree this should be done, but there are many, many other 
goods which should be added to the list of exported under the so- 
called general license. Over the years we have had to develop 
our own industries when the goods we wanted were prohibited 
from export to us. At one time we wanted to buy instruments 
from you, and diamonds and forestry products. Today, however, 
we have developed our own industries in these fields and now 
enter into competition with you in selling these same products 
to your foreign customers. 

I think the time has come when both countries must do their 
best to improve trade relations. The posing of restrictions can- 
not improve relations. There are numerous examples of this. 
During 1947 and 1948 we placed a very large order for excavators. 
We needed these machines because of the vast destruction of 
villages and towns in the Soviet Union during the war. We had no 
intention of developing this industry if we could by the machines 
from the United States. You have two of the greatest excavator 
companies in the world and we wanted to buy from them, but the 
machines were prhibited from export to the Soviet Union. Our 
country suffered and we had to quickly develop our own excavator 
industry. We have satisfied our demand for them and now export 
them. In 1958 we exported 538 of them, and in 1959 we exported 
600 excavators. Very soon the United States might release them, 
but that will be too late for us, and instead we are competing 
against each other for foreign customers. The same thing will 
happen with chemical equipment, plastics, and artificial fibers. 
There are no secrets in this field, we need them badly, but you 
cannot export them to us. We now have to buy these goods from 
other countries and try to develop our own industries in this 
area. Very soon though we will meet each other on the foreign 
market as competitors in these products and losses will result on 
both sides. 

Another obstacle to trade with my country has been mentioned, 
and this is that the Russians are not dependable and stable sup- 
pliers or buyers. We trade agreements with many countries and 
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they don’t have the same criticism. We are ready to sign a trade 
agreement with the United States if the kinds of goods we are 
ready to buy could be released. I think you have an obligation to 
your businessmen to do this, rather than have so many rules 
applying to their export trade. We feel we have an obligation to 
sell you goods which you need, and not to sell you goods in which 
you have no interest. I think that sooner or later we will have a 
trade agreement with the United States and friendly negotiations 
may find a way. 

It has also been mentioned that my country does not respect 
patents. In my country it is my job to see that we respect patents. 
You may get protection if you make application to the Department 
of Commerce of the Soviet Union. It is true that we are nota 
member of the International Agreement for the Protection of 
Patents. Some of our people are in favor of joining, but we are 
doing the same job without being a member to the agreement. This 
may take time, but I believe we someday will be a member of the 
International Agreement for the Protection of Patents. 

Very often it is mentioned that the Soviet Union does not have 
goods you want to buy. This is not so, and if your business men 
would go more and more to my country they would find many things 
which would be useful for them to buy from us. Our production is 
growing very rapidly and we would like to get to know you better. 
In conclusion, let me state that the difficulties that our countries 


have will be overcome and we can live as good neighbors and good 
traders. 
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Part Two 


MARKETS AND MARKET PROBLEMS 
IN THE CHANGING WORLD 


A. Consumer Goods and Services 


4. THE EFFECT OF FORTHCOMING 
ECONOMIC AND DEMOGRAPHIC 


CHANGES ON DEMAND FOR 
CONSUMER GOODS 


R. J. Eggert* 


“‘We hold these truths to be self evident; that all men 
are created equal; that they are endowed by their Creator 
with CERTAIN (inherent and) inalienable rights; that 
among these are life, liberty, and the pursuit of happi- 


Thomas Jefferson, 1776 


ORTHCOMING economic and demographic changes in the dec- 

ade ahead suggest that the people of our nation will not only 
enjoy longer lives, greater liberty (especially for the minority 
groups) but will especially make strides forward in their constant 
‘‘oursuit of happiness.’’ There will be more families—especially 
younger families—with higher educational achievements, more 
money, with more time and liberty to spend it. 

These factors set the stage for even greater emphasis on the 
pursuit of happiness which in turn will lead to more discriminating 
demands. The buyers of the future will show their greater dis- 
crimination in three major forms which in themselves are inter- 
related, 

First, they will become more discriminating in the selection of 
goods and services. Many observers have shown that there has 
been a trend from simple mass production of standard items to 
specializing in varied items stemming from a common base. 
Available in the market of the future will be an even more limit- 
less variety of end products offering adaptability to the discrimi- 
nating demands of specific groups, yet at the same time guar- 
anteeing the basic yield of low price which is associated with 
volume output. Over thirty years ago it became clear that not all 
the customers wanted ‘‘any color as long as it was black.’’ For 


*R. J. Eggert, Marketing Research Manager, Ford Motor Company. 


37 


38 DYNAMIC MARKETING FOR A CHANGING WORLD 


example, appliances have been geared to specific uses. Instead of 
the kitchen stove on which all the family cooking was done, we 
now have the electric broiler, the electric frying pan, the electric 
coffee pot, the electric rotisserie, and the gas or electric oven. 
And there are many other devices that serve as a mechanical 
housekeeper for the busy housewife. Refrigerators are offered 
which stand on the floor or hang on the wall. We men can even buy 
safety razors in light, medium or heavy variety. The ability of the 
manufacturer-wholesaler-retailer to meet the ‘‘customerized’’ 
demands for specific items will be one of the tests of business 
success in the decade of the 60’s. 

Secondly, there will be increased discrimination in the timing 
of the demands for the available supply of goods and services. The 
customer of the future will want what he wants when he wants it. 
Department stores have already shown this trend by remaining 
open certain evenings, there is faster availability of credit, vend- 
ing machines are growing in importance as they sell ‘‘around the 
clock,’’ and even banks have night depositories. ‘“‘Instant’’ will 
continue to be the magic word in the food business. In the auto- 
mobile business, a company that helps and encourages its dealers 
to make prompt deliveries, to remain open at convenient times for 
family shopping, to repair cars while they are not being used by 
the customer, will be adapting to this increased discrimination. 
And the shopping centers of the future willbe in more timely reach 
of the suburban customer. The ‘‘drive it yourself’’ automobile 
will continue to be waiting at the airport for the rapid use of those 
to whom time is important. Third, there will be increased dis- 
crimination in customer demands for dependability. The customer 
of the future will want even more than before the ability to depend 
on the things he buys. If the product doesn’t deliver the service 
expected, customers become unhappy. We have certainly grown 
more sensitive to this trend in the automobile business. The buy- 
er just seems less tolerant than he used to be. Manufacturers 
who increase their reputation for making available a trouble-free 
product will have a growing major asset in tomorrow’s market, 
which will be demanding this even higher standard of performance 
and quality. Dealers who offer service that can be ‘‘depended 
upon’’ will find more customers beating a ‘‘path to their doors.’’ 
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5. CHANGING CUSTOMS AND VALUES 


Gerhart D. Wiebe* 


IRST, I want to discuss, in rather general terms, one aspect of 

our changing society. Secondly, I have a number of examples 

from marketing research studies which illustrate attempts to keep 
pace with certain phases of this change. 

The change in our society to which I refer is the change in the 
nature and the dimensions of man’s relevant environment—that is, 
the change in the kinds and variety of perceptions that enter into 
our ordinary everyday decision making. You will recognize that 
this change in people’s relevant environment has implications for 
almost every aspect of our lives. But our interest here is in 
change as it relates to goods and services in the market place. So 
the focus of my remarks will be on the changing perception of the 
relevant environment as it relates to consumer goods and serv- 
ices, 

As one’s outlook expands, as experiences multiply, it is more 
and more likely that a given bit of reality will be perceived in 
several different contexts, and perceived differently in each of the 
various contexts. There is nothing startling or new about this 
observation. Everybody knows that a car is fast in comparison 
with a bicycle and slow in comparison with an airplane—everybody 
that is except those who have no perception of an airplane. Those 
people would think it sophistry to argue that a car is slow. 

If I hear of bribery in the Customs Service of the United States, 
I am indignant. If I hear of it in the Customs Service of certain 
other countries, I know that it is standard practice, and no more 
deplorable than tipping is in our country. 

There was a time within my memory when everybody knew that 
a mile a minute was terribly fast, and everybody in my hometown 
knew that bribery was unambiguously immoral. But horizons re- 
cede and as more and more of the world impinges on us, values 
are complicated; points of view multiply; sophistication breeds 
alternatives and the idea of seeing both sides of an issue has come 
to have a quaint sound, for there are generally at least ten sides. 


*Gerhart D. Wiebe, Partner, Elmo Roper and Associates. 
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Within each one of us, expanding experience complicates our 
perception of reality. This is essentially a psychological obser- 
vation in that it relates to an individual’s view of his environment. 
But there is a corresponding sociological process too. As we en- 
joy the fruits of prosperity in a free society, we not only expand 
our view of the world, each of us tends to expand in his own 
chosen directions. We are less and less confined to a range of 
experiences that practically all of the people with whom we inter- 
react have in common with us. 

Some New Yorkers have never been west of the Hudson, and 
some have eaten breakfast in New York and dinner in Hawaii. One 
Minneapolis housewife recently sat in her home and watched a 
royal wedding celebrated in London, while her neighbor scarcely 
knew there was a princess of marriageable age. In such an en- 
vironment, something very real and of practical importance hap- 
pens to such old-fashioned concepts as truth and value, and ob- 
jectivity and knowing one’s own mind. The dimensions of the real 
world multiply into kaleidoscopic variation. The old convenience 
of yes or no opinions, shared backgrounds and mutual postulates 
crumbles. 

Not only does my relevant environment differ from my neigh- 
bor’s, both of our environments have expanded so much in the past 
30 years that what was black and white then is endlessly festooned 
with contingencies now. 

There is a third way in which our lives are increasingly com- 
plicated. Almost every need for a product or a service can be 
satisfied by any of a dozen or twenty different purchases. Whether 
the American consumer wants a washing machine, or cigarettes, 
or a dentist or some meat for tonight’s dinner, he or she must 
make a choice among an array of alternatives all of which are 
most probably of excellent quality. How then does the consumer 
make his decision? He does so with vigorous help from the seller, 
by broadening the range of criteria. A wide variety of secondary 
and peripheral and sometimes apparently irrelevant criteria are 
associated with products and services, and because competing 
products and services are practically indistinguishable in terms 
of basic quality and primary usefulness, these peripheral criteria 
often tend to become the ones that tip the balance. 

These three factors operate to expand, diversify and compli- 
cate the perceptual context out of which apparently elementary 
marketing decisions arise: (a) the increasing sophistication of 
individuals, (b) the increasing diversity of background, experience 
and norms among members of a community and (c) the increase in 
the number and nature of criteria that assume significance in 
making choices among competitive products and services. 
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The contemporary American consumer is certainly the most 
privileged, the most courted, the most pampered of any in the 
world. He responds to this shower of attention by being finicky, 
capricious, temperamental and complex—not at a deliberate, con- 
scious level, but at an intuitive level where the sum total of ex- 
periences synthesize preferences that are as subtle in shading as 
they are obscure in origin. 

But all of this complexity that I have been reviewing has prac- 
tically no influence on one aspect of human nature, namely our low 
tolerance for uncertainty. We find security in ‘‘yes-no’’ answers, 
simple explanations, old-fashioned common sense and the fantasy 
of a world that looks the same to you as it does tome. Many 
clients and some researchers too are like consumers in this re- 
spect. When we ask questions, we want simple, concise and direct 
answers. We resist facing up to the fact that year by year, our 
society spawns more and more different answers to a given ques- 
tion. We dislike recognizing that year by year it becomes less 
and less likely that we perceive a phrase or a product or a service 
or a corporation or a concept in essentially the same frame of 
reference. 

To cite just one example of the unlikely pathways through 
which consumer preference can be channeled, consider the recent 
campaign for Kaiser Aluminum Foil. The man from Mars and the 
American of 1920 would be similarly astonished to learn that the 
basic reason housewives were urged to buy Kaiser Foil was that 
their stores didn’t stock it. I would venture that a great metals 
industry, by the use of comic cartoon characters, stimulated feel- 
ings of motherly solicitude, and also its emotional reciprocal, a 
vigorous defense of the helpless one, among American housewives. 
And about what? About aluminum foil. I have not studied the 
campaign, nor do I infer that those in charge of the campaign set 
out with this objective in mind. I would guess that they probably 
did not. But none the less, that is what appears to have happened. 

How could such distant and apparently irrelevant themes be re- 
lated to this product? They could be mobilized because the more 
obviously relevant themes were paradoxically irrelevant. The 
competing brands are as near to each other in terms of basic 
product attributes, as makes no difference to the housewife, so the 
opportunity to mobilize peripheral criteria emerges. 

These changes in the dimensions and content of the consumer’s 
relevant environment have, of course, been in progress for some 
time. Why the emphasis on them at this point? 

It is easy to get adjusted to a slow and gradual change, until 
one day you realize that the situation is substantially different than 
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it was when you last really took stock of it. The engineers have a 
name for this sort of thing. They call it passing a take-off point. 
There are take-off points in marketing research too, and on the 
chance that you are not familiar with this concept, I want to take a 
moment to review it. A ‘‘take-off point’’ refers to the point where 
an ongoing quantitative change produces a qualitative change. It is 
clearly illustrated in what happens to a plane as it goes down the 
runway. Its gradually increasing speed is a quantitative change. 
If we graphed the increasing speed, it would be a smooth curve. 
But at some point along that smooth curve of quantitative change, 
there comes the point where a qualitative change takes place. The 
plane, which was earth-borne becomes air-borne. The take-off 
point designates a basic qualitative change that transpires at some 
point in a smooth progression of quantitative change. 

I believe that we have passed the take-off point in our society, 
in the expansion and diversification of man’s relevant environment. 
If I can continue using the plane as an illustration, I suspect we 
sometimes revert to thinking that the speed with which the tires 
revolve is a proper index of the plane’s speed even though the 
plane is now air-borne, 

Some of our clients and even some practitioners still cling to 
the idea that if you ask simple questions, you get simple answers, 
and that there must be a single, simple answer that is basic, rele- 
vant, projectable and available at low cost, for each of their prob- 
lems. If marketing research is to keep pace with our changing 
society, our insights and methodology must accommodate the sub- 
tleties and obscurities that cause the American consumer to be- 
have the way he does in the market place. 

These are the general ideas that I wanted to suggest for your 
consideration. Nc in the time remaining, I want to refer toa 
number of examples from our research where we have attempted 
to reach a bit beyond the simple and easy answers, 

1. We asked people to tell us anything unpleasant or especially 
bad that came to mind about hospitals or the way things were 
handled there. Fifty-eight per cent couldn’t think of anything. 
Then we evoked a different context—in this case, a different level 
of consciousness by asking an incomplete sentence: ‘‘I know they 
are busy and have lots of people to take care of, but it seems to 
me that they could at least. . .’’ Now only 32 per cent had no 
criticisms. By shifting the context, we brought to light an addi- 
tional 26 per cent of a representative sample—a full quarter who 
had critical feelings. 

What proportion of a representative sample have critical feel- 
ings toward hospitals, 42 per cent or 68 per cent. Mr. Simple will 
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say, ‘‘You see, you can make surveys prove anything—for exam- 
ple, that less than half or more than two-thirds are critical to- 
ward hospitals.’? The trouble is not with surveys, but with Mr. 
Simple who knows that he and his wife and his kids are very com- 
plicated, but who clings to the belief that the rest of the human 
race can be operated with ‘‘off and on’’ switches. 

People have more than one level of consciousness, and more 
than one social context in which they have thoughts and feelings 
about hospitals. One response is no more ‘‘true’’ or ‘‘objective’’ 
than the other. There simply is no single pat answer. And only 
by recognizing the complexity of respondents can you hope to tap 
the aspect or combination of aspects of thinking and feeling that 
will determine behavior with reference to your product or service. 

2. A second example comes from the same study. We found 
that the main criticism of hospitals was the lack of human under- 
standing, consideration and warmth. The lack of enough beds, 
space and scientific facilities was so seldom mentioned that it fell 
into the ‘‘All other’’ category which bulked to 2 per cent. But 
when we asked people how they would allocate their money in order 
to improve the hospitals most—if they were to contribute—scien- 
tific facilities and additional space got the bulk of the votes, and 
training of personnel to behave with more human understanding 
and consideration got practically none. 

Here we obtained highly important and practical information, 
not by tapping several levels of consciousness, but by placing the 
respondent in several different social roles: specifically the pa- 
tient role in one case and the contributor role in the other. 

People are complex. What they told us in essence was that 
hospitals need something, but if they gave money, they would give 
it not for this need, but for what was already in the best shape. 
They would put their money where the need was least—obviously 
not because the need was least, but because different motivations 
predominate in different roles. Our data led us to the inference 
that there are prominent ego rewards in contributing money to 
permanent structures and to scientific equipment. But a price tag 
on understanding and solicitude during times of helplessness 
seems inappropriate—even distasteful. 

In a third example of coming to grips with the complexities of 
people’s reactions. I must disguise the specific content. In ex- 
ploring people’s feelings about a traditional and well-established 
service (A), versus a modern competitor (B), we used a 5-point 
scale: 
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Less confidence in B 
Some doubts about B 

A and B equally acceptable 
B might be a good idea 
More confidence in B 


We also recorded ‘‘Don’t know’’ and ‘‘Haven’t made up my 
mind’’ responses. 

The innovation was that in introducing this question, we added 
this phrase, ‘‘You may find that you need two of these answers to 
express your feelings. For example, you might feel that in one 
way you have less confidence in B but in another way B might be a 
good idea.’’ Thus for the first time so far as I know, we accom- 
modated the familiar experience of ambivalence instead of either 
forcing the respondents to report inaccurately, or consigning his 
response to the limbo of ‘‘Don’t know,’’ or ‘‘Haven’t decided.’’ 
Twenty four per cent of the sample took advantage of the oppor- 
tunity, passed up the ‘‘Don’t know’’ and ‘‘Haven’t made up my 
mind’’ responses, and reported real feelings of ambivalence. They 
felt ‘‘Less confidence in B’’ but at the same time, that ‘‘B might be 
a good idea,’’ etc. ‘‘Don’t knows,’’ ‘‘Haven’t made up my minds,’’ 
and ‘‘No answers’’ combined to only two per cent. The client 
gained some new information about how to promote his interests in 
a highly fluid situation. 

Preliminary interviews had led us to expect ambivalence in 
this instance. I am sure that this device would be unnecessary in 
most cases. But I wonder how many times the true dynamics of a 
puzzling marketing problem have been obscured by heavy handed 
insistence on a single answer even though we all are familiar with 
ambivalence as a fact of everyday experience. 

A fourth example, and this must also be disguised, involves 
two competing brands of a food product. Laboratory tests and 
consumer survey data both indicated little or no difference be- 
tween the two. Advertising was comparable both in terms of 
amount and copy themes. We were unable to explain the substan- 
tial lead of Brand A in share of the market until we inquired into 
the company images. There we found that one company was wide~ 
ly recognized as friendly toward the housewife and seriously con- 
cerned with her problems, while the other, though not disliked, 
was perceived as devoted to other areas of primary interest. 
Here the simple, straightforward questions and the taste tests 
were uninformative. There was nothing wrong with Brand B. 
Housewives used it from time to time without complaint. But 
given the two brands, side by side on the shelf, a vague feeling of 
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mutual interest and friendly concern seemed to be sufficient to 
move a hand a few inches to the left or the right for Brand A, 
One problem that we face, not only in marketing but in our total 


society is that the expansion of man’s relevant environment is, in 
a way, alien to human nature. It is all well and good to celebrate 
the pushing back of frontiers, the conquest of time and distance 
through modern communication and transportation, and the release 
of man’s potentialities through exposure to broader horizons. But 
the practical marketing researcher will not overlook the other 
side of this coin—namely that the human animal instinctively tends 
to live in small groups and within a well-defined and familiar 
geographical area. We must remember that our society counter- 
mands this natural preference for geographical and social stability 
within a limited radius. The early departure from home, the con- 
stant changing of one’s community, the challenge of relocation and 
adaptation in different socio-economic groups, the washing out of 
city limits and the demise of the self-contained community, the 
salients of vicarious experience thrust into far away places, the 
concern with political, social and economic problems that have no 
discernible practical impact on you or your family or your neigh- 
borhood—all of this stretching out of man’s experiential environ- 
ment has its counterpart in feelings of anxiety, rootlessness, 
loneliness—in the experience of strangeness that Abner Dean 
stated in his insightful phrase, ‘‘What Am I Doing Here?’’ McCall’s 
also capitalized on it in popularizing ‘*‘Togetherness.’’ As we 
draw inferences from these observations, and as we review the 
kinds of peripheral and relatively obscure criteria that function in 
consumer decision making, the straws in the wind seem to blow 
primarily in one direction. That direction, and I pass this along 
as a hypothesis, suggests that as we explore the complexities that 
characterize modern behavior, we will tend to find such basic 
human needs as security, social stability, familiarity, and a sense 
of interpersonal regard turning up as sources of motivation. I 
suspect that they seldom will appear front and Center, in caps and 
underlined. I don’t think our research tasks will be that easy. I 
suspect the rewards in the form of consumer response will go to 
the researcher who is perceptive enough to follow the threads that 
lead from the obvious to the essential. 
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6. THE IMPACT OF TECHNOLOGICAL 
CHANGE ON CONSUMER GOODS AND 
SERVICES IN THE NEXT DECADE 


D. Reid Weedon, Jr.* 


ECENTLY, I talked with representatives of a consumer indus- 
try that is concerned about the changing marketing patterns 
resulting from the growth of large supermarkets and grocery 
chains. These men wanted a better understanding of the causes 
and effects of the changes, in order to make the best decisions in 
their own industry. Some were dreaming of being given a com- 
pletely new marketing system that would be ideal in every market 
situation. It is as difficult to look ten years ahead and name the 
new products that will revolutionize marketing and our way of life. 
Back of these wonders—if wonders they will be—lies the almost 
exponential growth of research and development expenditures dur- 
ing the last decade. Since some five to ten years lie between re- 
search expenditures and the appearance of tangible results in the 
market place, the underlying research has already been accom- 
plished on the products we shall see in the next five years or so. 
But the apparent continuation of the increasing research trend 
means that we shall probably live in a state of rapid change for 
many, many years, 

It seems to me, therefore, of greater importance for us to look 
ahead and anticipate changes with the idea of learning to be more 
flexible and to take rapid change in our stride than it is to look 
ahead merely to ‘‘oh’’ and ‘‘ah’’ at the miracles we think we can 
foresee. Based on the recent past, the changes are not so apt to 
be miraculous however much they will require fast footwork in 
marketing. It behooves us, therefore, first to look carefully at the 
R and D effort back to technological change to gain some idea of 
the size and effectiveness of this effort. 

During the last decade $60 billion was spent on research, but 
during the next decade the figure will be more than $200 billion. 
Figure 1 shows that in the fifties most of the expenditure was paid 
by the federal government, with its current percentage at about 60 
per cent. The expectation is that industry’s share will increase 
over the next ten years. 


*D. Reid Weedon, Jr., Vice President, Arthur D. Little, Inc. 
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FIGURE 1 
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With the marked shift of military expenditures from hardware 
to development, the projected increase in federal expenditure over 
the next decade seems easily realizable. The projection of indus- 
try’s contribution is staggering—going from an annual rate of about 
$4 1/2 billion to about $16 1/2 billion in this decade. Such an es- 
timate indicates the confidence of management in the need for 


a? 
4 
/ 
4 
7 
7 
oo? 
0.1 


48 DYNAMIC MARKETING FOR A CHANGING WORLD 


research and the necessity of staying in the technological race. 
The insatiable desire for growth that is so much a part of nearly 
every industrial enterprise today will provide another stimulus for 
research, There is a constant drive for diversification and a con- 
comitant search for new worlds to conquer. Everyone wants a 
unique new product with that dreamed-of high profit margin. But 
even those who find this Utopia know that they must keep the pres- 
sure on research to maintain leadership. All these factors make 
likely a continued rapid growth in the amount of research supported 
by industry. 

Most of the government-supported research is for defense. 
However, a good deal of our military research work does provide 
knowledge that enables industry to develop consumer goods and 
services, such as transistors for the miniaturization of radios and 
hearing aids, and computers, which have become a standard part 
of the system of getting products efficiently from the manufacturer 
to the consumer. 

*The distribution of the R & D money among the organizations 
that actually perform the work is shown in Figure 2. The prepon- 
derance of the work carried out in industrial laboratories is evi- 
dent. This gives industry the advantage of early knowledge of re- 
sults. As a part of many military R & Dcontracts, the group 
performing the work under contract to the government frequently 
has commercial rights to any patent resulting from its work. This 
tends to facilitate and stimulate the application of such new knowl- 
edge to commercial products wherever applicable. Furthermore, 
the availability of new fundamental knowledge—whether patented 
or merely published—stimulates product development on projects 
that might not otherwise be attempted. 

One rather dramatic unit now in use stands out among the prod- 
ucts developed as an indirect result of our large-scale defense re- 
search. (See Figure 3). This is a self-contained, implantable, 
battery-operated, electrical device capable of stimulating heart 
muscles. The design provides for 5-10 years of continuous opera- 
tion. Its components (mercury battery, transistors, and micro- 
switches) were developed during World War II and are being ap- 
plied to a personal need—helping hearts to function in cases where 
they might not otherwise be able to. 

Recently we were asked to undertake some work that would 
provide a basis from which the Secretary of the Navy could decide 
how much money to devote to basic research. One of the outcomes 
of this work was a better understanding of the interdependence of 
research projects and the way in which one new principle can 
stimulate a number of new products. 
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Research directors and management are becoming more and 
more concerned with the effectiveness of their corporate research 
expenditures. I recall the recent visit of the senior management 
of a large manufacturer of consumer goods. These men, including 
the research director, were worried because their company was 
no longer generating enough ideas for research projects. The 
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FIGURE 3 


research staff was actually sitting around wondering what to do. 
This is a state of affairs that few of us would admit is warranted, 
but it is symptomatic of the lack of purpose of some present-day 
research, 

In the 50’s, highlighting research expenditures was a vital part 
of a company’s annual report, results were secondary. Unfor- 
tunately, much research degenerated into technical service and 
quality control—both important, but not primarily directed toward 
innovation. Now there is mounting evidence that companies—es- 
pecially those making consumer products—have a greater aware- 
ness of the need to improve the productivity of research. 

Too frequently the research director has been inadequately in- 
formed about his company’s product policy and yet has been ex- 
pected to produce new items about which his management will be 
enthusiastic. Not only must a corporate product policy and im- 
proved internal communications be established, but also there 
must be a close relation between R & D and market research. 
With continued strong competition for the consumer’s dollar, I be- 
lieve that many companies will find it necessary to close the gap 
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between product development and market research. Some will 
give to the R & D director the market research function, while 
others will let him have a market research capability in addition 
to the sales department’s research arm. This closer tie to the 
market place will provide a further stimulus for the development 
of products from ideas possessed by the research staff. 

What we saw as new consumer items in the 50’s was not really 
very impressive. It was a decade of improvements, for the most 
part. Some of the recent new goods and services were: 


automobiles— power brakes and steering 
more horsepower 
small cars (European) 


food and beverages— increased convenience 
apparel— use of synthetic fibers 
household goods— Hi-Fi 

color TV 

home airconditioning 
medicine— salk vaccine 
transportation— jet aircraft 
housing— radiant heat 


I have made no attempt to provide a complete list of product im- 
provements, but products fulfilling a completely new need are by 
and large conspicuous by their absence. 

Many consumer industries do not spend a large percentage of 
their sales dollar on R & D. Traditionally, the suppliers of con- 
sumer goods and services through their consumer market fran- 
chise have been protected to some extent from inroads by pro- 
ducers of industrial goods. However, in the search for greener 
pastures, vertical integration, and larger margins, industrial sup- 
pliers will be tempted more and more into consumer markeis. To 
the extent that these new entrants are already sold on placing a 
healthy percentage of their sales dollar in research, they will 
quicken the pace at which money is devoted to technological change 
in consumer products, 

We have thus far dealt solely with research in the United 
States. There is every reason to believe that we shall see marked 
increases in the expenditures of other countries. Russia con- 
stantly reminds us of her accomplishments in space research. 
There are impressive capabilities in many other countries too, 
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and we may expect to see the fruits of their work in our consumer 
markets. 

In thinking about what we can expect from all this research, let 
us not belittle the importance of improvements. A steady flow of 
modified goods and services is essential to the health of our econ- 
omy. These changes reach back to such things as cost cutting, 
which while not providing a new product, has an important impact 
on the consumer. The result is not just a lower cost, for tech- 
nological change is also a basis for both higher rates of pay and 
shorter work weeks over the years. The impressive rate of re- 
search in the late 50’s will soon make itself felt at the consumer 
level. Whatever appears in the next few years will probably be the 
result of basic research already performed. Many innovations will 
result from trends that are now evident, and I would like to use 
one family of likely developments to illustrate what can be ex- 
pected, 

About two months ago I was talking with the proprietor ofa 
general store in a remote Alaskan town, He assured me that the 
cracker barrel marketing era has not passed and is still very 
much alive inthis store. This is his adjustment to the local mar- 
ket situation. However, we are much more familiar with packaged 
foods. Manufacturers have even adjusted to the situation in which 
the package is a greater claimant of cost than the food product. 
The novelty of having foods prepackaged has wornoff and the prac- 
tice is now accepted as necessary. 

As the food industry does more research we will see an in- 
creasing number of designed food products. Some of the products 
of this type are: 


Tang 

F luffo 

Mellorine 

Kellogg’s ‘‘K’’ 

The new oleomargarines 
Milk using vegetable fat 
Metrecal 


Not many years ago the food industry did little more than operate 
the farm and the farm kitchen on a large mechanized basis. Nat- 
ural food products were processed for traditional enduses. 

Today the food industry is subject to two strong pressures—the 
availability of new technical knowledge and consumer demand for 
greater variety. Under these stimuli the food industry will take 
short range corrective action while using basic research to ascer- 
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tain the potential of the industry. These two activities will be 
correlated to long range industry thinking and will be the means of 
creating certain first generation products. However, the real op- 
portunity lies in the development of food products tailored from a 
wide variety of raw materials. This tailoring may involve the re- 
moval of unwanted components replaced with desired components; 
the rearrangement of chemical structure to produce more edible 
forms; and the creation of new food products using components de- 
rived from any natural source—animal, vegetable or mineral. 
This approach opens a much broader opportunity for new products 
than was believed possible. 

The adoption of techniques already developed by the chemical 
industry will have a great impact on the rate of change in the food 
industry. There are in many natural foods components which 
leave something to be desired. It is technically and economically 
feasible to effect removal and additions of components such as is 
done in metallurgy. The advent of the tailor-made foods will sub- 
stantially expand the number of food products available to the con- 
sumer. Although not tailor-made in the sense that we are con- 
sidering here, I recall one of our clients who successively intro- 
duced two modifications of his basic food product. Each of the 
products found and held a market and the volume of the original 
product was only temporarily decreased. 

The food industry seems poised on the threshold of an era 
comparable to the packaging era. More than ever before the con- 
sumer expects new products and is willing to take the risk of try- 
ing. Those who are to be successful in the food industry are going 
to be sufficiently flexible to accept the challenge. The rate of new 
product development and introduction in this industry alone could, 
before the decade is out, stagger our imaginations. 

Totally new products are more difficult to predict. Still, the 
sheer magnitude of the current effort is bound to produce some 
major break-throughs. One of my associates with an enviable 
record of inventions recently proposed a new theoretical approach 
for the conversion of fuel into work. If research proves the idea 
to be practical, we shall achieve a several-fold increase in the 
efficiency of our engines. Such a development would provide the 
basis for a revolution of our transportation. Not only would there 
be tremendous savings in initial and operating costs, but as with 
the transistor, there would be an opportunity for the redesign of 
many products. Like so many others, this scientist’s experience 
has been almost entirely in our military, atomic energy, and space 
programs, While his latest idea would certainly have applications 
in these programs, there is every likelihood that its greatest 
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impact would be on consumer goods and services. Again, we 
should remember not to overlook this kind of benefit from our 
federally sponsored research. 

It is in consumer services that I expect to see some of the 
most striking changes. You all know that growth in the demand 
for these services caused more than a doubling of dollar expendi- 
tures over the last ten years. The consumer wants more than the 
opportunity to buy a new product off the shelf. There is a hearten- 
ing reawakening of interest in our communities. Civic groups and 
government are becoming aware of the potential for improved liv- 
ing conditions based on technology. The same sort of thinking that 
led industry into supporting marketing research to study needs 
and opportunities is now being applied to community problems. 
Technology has taught us that we need not continually put up with 
such nuisances as offensive odors, impure water, and smog. 

Similarly, I believe that we shall expand the application of 
technology to our community development problems; community 
planning has become widespread. But most of us still waste a 
large amount of time and money on commuter transportation. Ex- 
cept for the aircraft industry, there have been few fundamental 
improvements in our transportation. Many have dreamed that air 
transport will provide the answer to our short-haul or commuter 
problem; the helicopter has been their white hope. Some form of 
VTOL aircraft will undoubtedly help, and technology has already 
advanced to the point where such a craft could be designed for 
some of our longer commuter trips without the need for airport 
runways. There will still be a need for ground transportation, 
however, and the technical effort devoted to this need over the 
next ten years is likely to be enough for major break-throughs to 
be achieved. This is one of the big problems on which I expect to 
see improvements that will eclipse the improvements in trains 
and automobiles over the last thirty years. 

The other big area for change in consumer services will result 
from biological and medical research. We cannot expect all the 
answers in the next ten years, but there is bound to be great prog- 
ress. No longer is there the attitude that some physical and men- 
tal illnesses must always remain incurable. The progress to date 
has shown us what can be done about tuberculosis, polio and 
diabetes. 

The discoveries of the physical scientist are also available to 
the doctor. A friend of mine is a professor of civil engineering 
and has devoted his time to teaching and the problems related to 
construction. Today his services are in demand by doctors who 
want to apply the principles of structural design to problems 
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involving the mechanical functions of our human bodies. Such 
inter-disciplinary cooperation is today becoming more and more 
common and is apt to be the basis for some of the most important 
technological changes. Just this week Dr. Stratton of the Massa- 
chusetts Institute of Technology made some comments at Alumni 
Day which have a direct bearing on this point. He said: 

‘‘The simple fact is that progress in science and engineering 
has ‘gone critical’ in almost every field. The rate of advance is 
accelerating so rapidly that the magnitude of change is difficult to 
comprehend—even for those of us who live closest to it. 

‘‘Each scientific discovery and engineering advance becomes a 
potential addition to the already crowded curriculum of the under- 
graduate student. What was once a steady flow of knowledge has 
become a flood threatening to engulf teacher and student alike. 

‘‘This plain fact of accelerating technological progress is by 
necessity shaping our entire educational policy. We cannot pos- 
sibly foresee the advances and discoveries of tomorrow; but we 
hope to impart to our graduates the intellectual and moral self- 
reliance that may fit them to meet all the challenges of a changing 
world, This is our aim and embodies the essence of our goal ‘to 
pace and not to follow’.’’ 

You will recall that earlier inthis century there were those who 
said, and many more who probably believed, that everything had 
been discovered. This sort of prediction is seldom, if ever, heard 
today. Every new goal, be it the atom bomb or space, spawns many 
new products and opportunities. The danger today is that the con- 
sumer has truly come to believe anything is possible. His expec- 
tations may be far beyond what we can realize in the foreseeable 
future, even at our accelerating rate of achievement. By and 
large the consumer has become quite blasé about what are actually 
spectacular discoveries resulting from a large-scale research 
effort. 

In summary, the size of the research effort in the sixties will 
ensure the continued vitality of consumer products and services. 
Our concentration on applied research and development will em- 
phasize improvement-type results. We are bound to see these at 
an ever increasing rate. Our drive to conquer space will force the 
solution of many fundamental problems. Much of our basic re- 
search will be directed at finding new principles. And perhaps 
not so surprisingly, the space problem will prove to be the most 
promising source of information necessary for basically new con- 
sumer products. It is possible to know the general nature of the 
changes coming up by close liaison with the R & D people. They 
are always happy to talk about the potentialities of their brain 
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children. But I believe that all of us concerned with marketing 
should be alert to new discoveries from technology that can be 
used to make our job more effective, and how we can remain flex- 
ible in our thinking to make the most of the new products supplied 
in such abundance by technology. 


| 


Part Two 


MARKETS AND MARKET PROBLEMS 
IN THE CHANGING WORLD 


B. The Government Market in the 1960's 
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7. MARKETING MILITARY WEAPON SYSTEMS 


Edmund J. Richards* 


Introduction 


HE success of any business depends upon the quality of the 

major decisions which are made to guide it. Although the re- 
sults of these decisions depend upon the judgment and experience 
of those making them, the quality of the material from which these 
decisions are made are most important. Marketing research does 
not pretend to solve all problems but it can be a valuable tool in 
supplying management with vital knowledge of the market which 
will help reduce the risks inherent in all business decisions. 

Marketing research can and does procure facts with respect to 
all kinds of goods and services. The basic principles of marketing 
research are the same in all fields. It has been used extensively 
in consumer and industrial areas and is now coming into its own 
in the defense industry. The purpose of this paper is to point out 
the basic similiarities between consumer-industrial marketing re- 
search and military marketing research, and to show how some 
of the standard marketing research techniques and practices can 
be adopted to supply management with tools which will enable 
them to make better decisions in the military market. The basic 
concepts of marketing research embrace the problem of assessing 
the over-all market, determining market requirements and assist- 
ing in product development. These principles can be applied to 
the defense industry as well as non-defense industries. 


Assessing the Over-All Market 


1. Total Market. A basic step to take in looking at the mili- 
tary market is to obtain an over-all understanding of the trend of 
total military expenditures. This forces you to study the economic, 
political and social factors on a world-wide basis. However, the 
caution here is not to get carried away with compiling numbers of 


*Edmund J, Richards, Manager of Market Research, Thiokol Chemical Corpo- 
ration. 
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a general nature unless they actually will provide a tool for current 
planning or develop background data for long range forecasting. 
Long term trends of total military expenditures are of no value 
unless they are a building block which will help you to focus ona 
specific product area of interest to your company. A typical anal- 
ysis of military spending could take the following sequence: 


Over-all Market Assessment 


Total Department of Defense Expenditures 
Missile Procurement 

Aircraft Procurement 

Space Procurement (NASA) 

Research and Development 

Specific Product Areas 


Airframe Propulsion 
Electronics Ground Support 


The above budget analysis spotlight should focus down as low 
as possible in order to highlight those areas most significant to 
your company’s particular needs. For instance, in propulsion the 
short to medium range forecast must show the distribution of 
rocket expenditures between liquid and solid propellant types; who 
uses them (service), and for what applications (missiles versus 
space). In the long term analysis it should show how long liquids 
and solids will continue to increase and when nuclear rockets and 
other advanced forms of propulsion will begin to make a signifcant 
penetration of the propulsion market. Unless you can focus down 
this low and come up with a worthwhile analysis and interpretation 
for your company’s planning purposes, you are not giving your 
management the kind of information they need. 

2. Distribution by Customer and Applications. For purposes of 
this paper we will refer to the military services as the customer. 
Depending upon the needs dictated by your products and marketing 
structure, the various categories of military expenditures should 
be analyzed by individual service (Army, Air Force and Navy). 
A historical breakdown of the major procurement categories by 
service is readily available from the office of the Assistant Sec- 
retary of Defense (Comptroller-Series-EFAD-220), as well as 
various trade publications. 

A meaningful analysis should be extrapolated to show not only 
the shifts in procurement within a particular service, but also the 
interaction among the various services themselves; for instance, 
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try to show the effect on your company of the following possibil- 
ities: 


The result of Limited War weapon spending by the Army 

Reinstatement by the Air Force of Bomarc B 

Increase in Navy ASW Spending 

The impact on all the services as they vie for space age 
responsibility. 


A useful purpose for this type of analysis by service is to com- 
pare this data with your own company material. In this manner 
you may be able to determine where your company should in- 
crease their effort or even redirect it. 

In analyzing market distribution by application, several methods 
may be used, A typical application breakdown use to be by missile 
type; that is, surface-to-surface, surface-to-air, air-to-surface 
and air-to-air. However, it appears that a more logical and more 
significant breakdown for the future should be in terms of oper- 
ational use which cuts across service lines, as well as missile 
types; for instance, Strategic, Air Defense, Tactical and Anti- 
Submarine Warfare, (ASW), Military Space and Non-Military, 
(NASA), Strategic weapons would then take into consideration 
not only Jupiter, Thor, Atlas, Titan, Minuteman and bombers plus 
Hound Dog and Skybolt, but also the Navy Polaris missile. Air 
defense would include all Navy air-to-air missiles, the Air Force 
Bomarc and all Army SAM’s such as Mauler, Hawk, Hercules and 
Zeus. Tactical missiles would then include the Navy ASM’s, the 
Air Force Mace (SSM) and all Army surface-to-surface missiles; 
such as, Honest John, Little John, LaCrosse. ARPA would include 
basic research in materials, electronics and propulsion. NASA 
should not include satellites for military communications, navi- 
gation or reconnaissance. This system is most effective when 
trying to determine long term spending trends and evaluating one 
missile system against another, such as the Air Force Bomarc B 
versus Hercules versus Talos versus long range AAM, plus a 
fighter versus Zeus, etc. 

To insure that you are getting the proper data from this anal- 
ysis of distribution by customer and application, the following 
types of questions, borrowed from consumer and industrial mar- 
keting can be asked: 
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Military Marketing Questionnaire 


Which services use your particular product? 
How often do they use it? (Production requirements) 
On what types of systems do they use it? 


What are the performance parameters required of your 
particular component as dictated by the end product in 
relation to weight, mobility, size, storage, temperature, 
strength, maintenance, serviceability, etc? 


What is the alternative to your product in terms of oper- 
ational theory, application type, or product? (manned vs. 
unmanned, air launched vs. ground launched, solid vs. 
liquid, etc.)? 


How are the performance requirements developed? 
How are sales made? 


What is the average development period; average length 
of production run; average quantity per system type; 
average cost? 


How will the above criteria change in the future con- 
cerning your product? 


How important is cost vs. performance? 


3. Competitive Analysis. Your company’s share of the mar- 
ket should be the needle in the military procurement haystack that 
you are looking for. How well your company does in the future is 
a function of the size of the potential market, the intensity of 
competition and your ability to be superior both technically and 
costwise. Your major competition should be forecasted for as 
long a period as you forecast your own sales. A general trend 
line is helpful but you should strive for as much detailed back- 
ground data as possible. If the sales forecast cannot be developed 
by product or program, the following tabular system can be used. 
Starting with the current year, list every product and related pro- 
gram in which the competition participates. If the dollar value is 
known put it in, then going out every two or three years make the 
same type of list while phasing in and out those programs which 
you think the competition will obtain. You will not get total vol- 
ume but this type of analysis will enable you to get general order 
of magnitude figures and can possibly discover areas of concen- 
tration as well as strengths and weaknesses. 
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If you have a good ‘‘feel’’ for the total market, you should do a 
“key product’’ analysis. Select the most important future pro- 
grams for your particular product area. On a bar chart show 
how the leading companies will look with and without these pro- 
grams. You may even be able to prove that if your company does 
not win government R&D support in a particular area, company 
funds should be expended in the interests of future survival. 

In analyzing your competition you should evaluate not only the 
dollar volume and number of programs, but also the types of 
unique and costly facilities and any highly specialized personnel. 
This is important because cost does not always determine a 
contract award. The following list shows those areas which are 
assessed by the military in most proposal evaluations: 


Technical Content 
Availability of Facilities 
Availability of Manpower 
Realism of Programming 
Cost Estimating 

History of Past Performance 
Management Capability 


In many cases technical experience, facilities and manpower avail- 
ability carry the most weight. As a result, distinct areas of com- 
petition and even monopoly can develop among certain companies 
by reason of existing facilities and experience in certain critical 
areas, Examples in the propulsion industry are large liquid 
engines, liquid hydrogen and large solids. Such situations should 
be examined closely since thousands of dollars of proposal money 
can be saved by avoiding those areas in which the company would 
be just ‘‘going through an exercise’’. 


Determining Market Requirements 


1. In consumer and industrial marketing research, consider- 
able time is spent in analyzing the customer. Everything he does 
connected with the product comes into evaluation. This generally 
comes under the heading of analyzing his habits and attitudes 
concerning the product in question. Or, in other terms, it is 
called ‘‘knowing what the customer wants and giving it to him’’. 
This can be done with the military but it is a most difficult task. 
To analyze military habits and attitudes, it is necessary to know 
not only what the services need, but why they need it, and how 
they use it. In military jargon, this means studying weapon system 
requirements and analyzing roles and missions of the services. 
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A roles and mission analysis of each of the services, plus 
ARPA and NASA is the most fundamental way to begin to know your 
customer. Each group should be analyzed in terms of the basic 
definition of just what they really are and what areas of responsi- 
bility they have. Only then can you understand what tools they 
need to do the job. Such basic questions should be asked as: 


Army 


1. What is the Army’s role in all-out nuclear war? 

2. What is the Army’s role in a limited war? 

3. Does the Army have sole responsibility for tactical weap- 

ons? 

What is the Army’s role in the defense of the United States? 

. What is the Army’s role in space? 

. What is the maximum range of Army tactical missile sys- 
tems? 

7. What are the limitations to Army aviation? 


aon 


How will the answers to the above questions change in the next 
three, five or ten years? 


Navy 


. Does the Navy have strategic responsibility? 

. What is the Navy’s role in limited war? 

. What priority does the Navy give to anti-submarine warfare? 

. What is the Navy’s role in space? 

5. What role does the aircraft carrier playin future operations? 

6. How important will the submarine be to future Navy oper- 
ations? 

7. Does the Navy fire tactical weapons from ship board? 

8. What is the Navy’s role in the defense of the United States? 


Air Force 


1. What is the role of the Air Force in nuclear war? 

2. How great a role does the Air Force have in limited war? 

3. What responsibility does the Air Force have in the defense 
of the Continental United States (CONUS)? 

4, What is the Air Force role in space? 

5. What is the relationship between the Air Force and NASA in 
space missions? 

6. What is the responsibility of the Air Force in troop transport 
and logistics? 

7. Does the Air Force have AICBM responsibility? 
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The above type role and mission analysis will provide the 
necessary background to not only analyze current weapon system 
requirements, but to extrapolate these requirements for not only 
follow-on type systems, but to develop new ideas and new con- 
cepts. A company should not be content with merely replying to 
requests for proposals from the military. Those companies that 
are the most successful are the ones that aggressively pursue new 
ideas and new concepts and constantly approach the military with 
unsolicited proposals. They way to do this is to have a thorough 
knowledge of the military roles and missions and current weapon 
system requirements and throw yourself into the future and 
“THINK’’, 

The background data for such study comes from many sources. 
Surprisingly enough, a great deal of this comes from published 
material. Some of this data may be foundin popular trade journals 
of the Aerospace Industry. However, do not overlook military 
oriented associations or government publications, such as, the Air 
Force Association (AFA), Association of U. S. Army (AUSA), 
Ordnance Association, National Security Industrial Association 
(NSIA), and the proceedings of the House and Senate Budget 
Hearings and Investigations. 

2. Weapon System Requirements. Weapon system requirement 
analysis is a study of the tools the various services need to ac- 
complish their roles and missions. It is a mistake to search for 
only advanced planning data. You will never understand where 
you are going, if you don’t know where you have been. Weapon 
system data should go back at least five years and more when 
possible. Most of the historical data can be found in industry 
publications which feature various types of missile compendiums. 
Some of these sources are expensive but they do save time and 
manpower. Weapon system requirements are most often classified 
and a need to know has to be established with each of the services. 
Each of the services also have plans and programs offices which 
handle the classified portion of the data. A logical beginning with 
the Air Force is at ARDC Headquarters at Andrews Air Force 
Base, or WADD, Wright Field, Dayton; with the Navy, Bureau of 
Weapons in Washington under the cognizant group such as Avion- 
ics, Propulsion, Aircraft, etc.; with the Army, Office Chief of 
Research and Development, Pentagon (Technical Liaison Office), 
or Army Ordnance, Redstone Arsenal, Huntsville, Alabama. 

Range, altitude, speed and timing are important characteristics 
to know about weapon systems. However, their improvement and 
progression in follow-on systems should be interpreted in terms 
of what they demand of your particular component. 


D 
s 
r 
ic 
i- 
p- 
s? 
e? 
s? 
28? 
in 


66 DYNAMIC MARKETING FOR A CHANGING WORLD 


The following scoreboard is one of many examples to show what 
can be done with weapon system analyses and forecasts. This 
table demonstrates the future trend in number of systems in pro- 
duction by operational mission. It shows the progression weapon 
system types necessary to provide the United States with a well 
rounded and diversified missile arsenal for not only an all out 
nuclear conflict, but also for brushfire or limited type wars. 


Missile Scoreboard 


1960 1964 1967 1970 


Strategic 6 4 4 3 
Air Defense 10 14 9 4 
Tactical 8 £2 10 8 
Total Missiles 24 30 23 15 
Space 
TOTAL 24 34 29 22 


Many variations can be made to this type of table. The propulsion 
man can break the table down in terms of liquid vs. solid rocket 
trends; electronics in terms of guidance systems. This type of 
table can also be made for aircraft, ships or ground vehicles. A 
study like this will also help to show when missile spending will 
start to decrease and the space era really begins. It will help to 
pinpoint the period when your company must become more space 
oriented. 


Product Development 


The actual development of a product is the responsibility of 
the technical staff. However, effective marketing research can 
supply many facts which can help the technicians to do a better 
job of product development. It is as simple as this; the scientist’s 
job is to build a better mouse trap and the role of marketing is to 
make sure that when he is finishedthere will be some mice around. 
The main objective is to sell a product that, (1) satisfies a need, 
(2) is accepted by the customer, and (3) is superior or at least 
as good as the competitor. Market research can supply these 
answers even in the military market. In fact, product develop- 
ment should be the end result of marketing research. 
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The following summary is an example of how the knowledge 
and data obtained in analyzing the total market and determining 
market requirements can be used in product development. 

1. Satisfy a Need. To determine the need for a product, the 
current or future application must be found. Our way to determine 
this is to analyze current systems, evaluate replacement pro- 
grams, and extrapolate new system requirements. To do this 
means thorough understanding of the military roles and missions 
and weapon system requirements as outlined above. 

It must be remembered that because a request for proposal 
on a certain system does not exist, it does not follow that you 
cannot gain military support. In these cases, it must be deter- 
mined how badly the military needs this new concept to fulfill its 
mission, how feasible the sytem is, and how much money can be 
found to support it. For short lead time items, establishing a need 
is not so difficult. The longer the development period, the more 
vague the requirement and, also, the more skeptical the dollar 
availability. Do not always expect to substantiate the need by 
military documentation. For long term requirements you must 
rely heavily upon your intuition, logical extrapolation and philos- 
ophical analysis. This is the main difference between military 
marketing research and consumer-industrial types. Because of 
the cloak of security and the nebulous scientific areas involved, 
most decisions must be made without conclusive, documentary 
data. This is where a sound, logical and penetrating market 
analysis can contribute much toward eliminating the risk inherent 
in management decisions involving military products. 

2. Determine if the Product Meets Weapon System Require- 
ments. Marketing research can play an important role in deter- 
mining the acceptability of a product. Evaluation must be made 
in terms of performance, timing and cost. In most cases, evalu- 
ation of performance is not too difficult; in fact, the technical 
group should be well aware of the performance requirements 
and various assumptions concerning the state-of-the-art. The 
prime concern of marketing in this case is to insure that the 
original performance requirements have not changed. Marketing 
research can play a vital role in making the company aware of the 
major milestones the program must meet to insure success. Pro- 
posal deadlines, design and test dates, plus production and oper- 
ational targets should all be a vital part of the data sought by 
marketing research. Many times, scientists and engineers can be 
carried away by the fact that they are working on a new and uni- 
que solution to a problem. It is easy for them to forget that 
someone has to pay the bill and that the company is in business 
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to make money. Marketing research can do muchto inject realism 
in the costing of the proposal by setting up various cost targets; 
such as, total program costs and unit costs. 

3. Determine Competitive Status. To determine competitive 
status, those items which are analyzed to determine customer ac- 
ceptability must now be analyzed against competitive parameters. 
In this case, the technical competence, timing and cost must be 
evaluated to determine where you stand against the competition. 
You may find it most enlightening to conduct a ‘‘Corporate Image’’ 
analysis. Individual products can be evaluated in the above three 
areas, but so can the company as a whole. From surveying the 
military customer and other companies in the defense industry, 
you should be able to determine how your company is rated ac- 
cording to technical competence, ability to meet schedules and 
realistic pricing ability. It may not always be necessary to start 
an advertising campaign to change this image. It may be done 
quietly but effectively by applying to the product planning operation, 
realistic and objective criteria developed by market research. 

In summary, the following characteristic stands out. Market 
research can be a valuable aid to decision making in the military 
market. If used properly, it can make the sales operation more 
effective and product planning more realistic. 
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8. THE DYNAMIC GOVERNMENT 
CONSTRUCTION MARKET 


Edward J. Stockton* 


HE government construction market amounted to almost $16 

billion in 1959 and is expected to reach $16.2 billion in 1960.° 
This represents 3.3 per cent of the total economy as measured by 
the Gross National Product, and about one-third of the total con- 
struction industry. State and local governments are the customers 
for about three-fourths of all government construction and the 
Federal Government for the remaining one-fourth. The Federal 
Government, however, provides 40 per cent of the funds, the ad- 
titional 15 per cent being accounted for by the Federal grant-in- 
aid program. 

The market for government construction is dynamic not only 
because it is rapidly growing and changing, but also because it is 
used as a tool of national economic policy and is greatly affected 
by national defense efforts. 

The outlook for the government construction market in the 
1960’s is bright. Unlike other markets—this is true regardless of 
what happens in the economy as a whole or the course of interna- 
tional events (barring mass destruction). Assuming normal con- 
ditions, the government construction market is expected to reach 
an annual total of around $26 billion by 1970 (in 1959 prices). 


General Aspects 


Growth is the most outstanding characteristic of the govern- 
ment construction market. In the past 30 years government con- 
struction has grown significantly faster than total construction 
and the Gross National Product (see Chart 1). When compared to 
the other major industry groupings, the relative growth of govern- 
ment construction is even more striking because total construc- 
tion has outstripped all other industry groupings in growth. The 


*Edward J. Stockton, Economist, Development Planning, North American Avi 
ation, Inc. 


1. All data in this paper are for new construction put-in-place (in 1959 prices), 
from the Construction Review. 
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CHART I 


GROWTH IN GOVERNMENT CONSTRUCTION 
_ 1929-1959 
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rate of government construction growth during the 1929-1959 peri- 
od was around 3.3 per cent per year. The post-war (1946-1959) 
rate of growth was a phenomenal 10.8 per cent which heavily re- 
flects the pent-up demand during the World War II period. The 
last decade (1949-1959) has maintained a rapid 6.2 per cent growth 
rate, which declines to 5.4 per cent when military facilities are 
excluded from consideration, 

The ‘‘mix’’? in government construction differs significantly 
from the ‘‘mix’’ in private construction. Over one-half of the 
private market is residential housing. Analysis of the government 
construction market by type shows highways accounting for $5.8 
billion or over one-third of the total in 1959 (see Chart 2), Edu- 
cational buildings for elementary and secondary schools and uni- 
versities compose the second largest market of $2.6 billion or 17 
per cent of the total. Nonresidential buildings (other than educa- 
tional) amount to $1.8 billion or 11 per cent of the total. This 
category includes government office buildings, penal institutions, 
mental institutions, hospitals, recreational facilities, industrial- 
type facilities, and other miscellaneous government buildings. 

There was $1.4 billion spent by governmental units in 1959 on 
water and sewage systems which represents 9 per cent of all gov- 
ernment construction, Military facilities also account for 9 per 
cent of the total market at a value of $1.4 billion. Government 
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CHART 2 


GOVERNMENT CONSTRUCTION, BY TYPE 
1959 
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construction for conservation and development such as reclama- 
tion, flood control, soil conservation and harbor development 
amounts to $1.1 billion representing 7 per cent of the total. The 
market for public residential buildings reached almost $1.0 bil- 
lion in 1959 which is 6 per cent of the total. This category in- 
cludes dormitories, nurses’ homes, Capehart housing for the 
military, and local housing projects for minority groups and the 
aged. Miscellaneous construction, including state and locally 
owned utilities and other nonbuilding projects not elsewhere 
classified, accounts for the remaining 5 per cent of the market 
with a value of approximately $0.8 billion. 

The basic distinction between government (or public) construc- 
tion and private construction is the customer. The Federal Gov- 
ernment is ‘‘the customer’’ for almost one-fourth of the market 
(see Chart 3). As pointed out below, the Federal Government is 
represented by several agencies in this role. Military facilities 
and conservation and development construction represent the 
major areas in which the Federal Government directly partici- 
pates. State and local governments act as ‘‘the customer’’ for 
three-fourths of the market. The major share of construction by 
state and county governments is for highways. Municipal govern- 
ments spend the majority of their funds for sewage systems, water 


pics) 
WATER & 
SEWERS / ~ 
9% 
\ 
\ 
& 
MISCEL ON 
NEO; 
| 
EDUCATIONAL 
BLOG | 
17% | 
50} 
| 
: 
| 
| 
| 


72 DYNAMIC MARKETING FOR A CHANGING WORLD 


GOVERNMENT CONSTRUCTION BY SOURCE 
OF FUNDS AND SOURCE OF CONTRACTS 
1959 
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systems, and streets. Local school boards, of course, generate 
the great preponderance of requirements for educational facilities. 

As previously mentioned, the Federal Government provides 40 
per cent of the funds for government construction. Direct Federal 
projects account for 23 per cent and the remaining 17 per cent is 
distributed to state and local governments through grants-in-aid. 
The first extensive use of the grant-in-aid device was during the 
depression of the 1930’s (see Chart 8). This device provides for 
Federal financing, state and local control (with certain Federal 
requirements), and state and local ownership. The past five years 
has seen a revival of this practice due largely to urban renewal, 
airport construction, and the interstate highway program. 


Economic Aspects 


The economic forces affecting the total economy also affect the 
government construction market—population, incomes and cus- 
tomer choices. There are certain factors, however, that make 
the economics of the government construction market unique: 


1. The reaction to economic contractions in the total 
economy. 
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The extent of impact by national defense efforts. 

3. The nature of the competing alternatives, i.e., private 
construction as well as other industry groupings. 

4. The effect of its dependence on governmental revenue 

systems and the budget-making process. 


Undoubtedly the most unique and most discussed economic aspect 
of the government construction market is its use as an anti-cycli- 
cal weapon to combat depressions and recessions, 

A quick analysis of the Great Depression (roughly 1929-1939) 
shows two distinct periods—the pre-New Deal and the New Deal 
periods (see Chart 4). In neither period did state or local govern- 
ments engage in anti-cyclical action, in fact in the former period 
their actions served to aggravate conditions. The Federal Govern- 
ment did not take any significant action until the New Deal period, 
From 1933 to 1936, Federal funds for construction quadrupled. 
This action is credited with ameliorating the effects of this de- 
pression, if not actually aiding in the ensuing recovery. 

In the six recessions since 1915 (see Chart 4) from peak to 
trough? government construction has increased both in absolute 
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terms and in relation to total construction. During four of the six, 
private construction decreased in absolute amount or showed no 
growth. This demonstrates the cushioning effect that government 
construction has had during short economic downturns. In the 
aggregate there is no evidence of state and local governments 
taking conscious action to combat recessions, although in all six 
recessions their construction activity has increased. The Federal 
Government launched into a program to combat the 1957-1958 re- 
cession, largely using construction as its tool. On the surface, 
the results of this program would appear to be beneficial because 
of the increased construction activity it produced. Heavy criti- 
cism, however, has been leveled at it, the charges being that the 
aftereffects were more unpleasant than the original malady. 

The extensive impact of national defense efforts during World 
War I and World War II on government construction is also unique 
in terms of market fluctuation. These periods not only produced 
extremely high levels of government construction, but were fol- 
lowed by depressed levels (see Chart 5). From 1916 to 1918 total 
government construction increased 121 per cent and two years 
later had declined to a level below that of 1916. World War II 
shows an even more violent fluctuation, with an increase of 140 
per cent from 1940 to 1942. This was followed by a $20 billion per 
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year decline by 1946 which represented less than half of the pre- 
war level. The Korean War produced only a modest increase in 
an already expanding market with no corresponding period of post- 
war decline. 

Another unique economic aspect of the government construction 
market is the nature of the competing alternatives. Not only does 
it have to compete with other industry groups for the allocation of 
resources, but also with the private sector of the construction in- 
dustry. The competition between private and government con- 
struction is nonexistent in relation to military facilities, fairly 
significant in relation to hospitals, and intense in relation to power 
plants and residential buildings. In the past thirty years the 
change in political philosophy on the proper role of government 
has favored an increase in the government construction market. 
Any further change in attitude on the role of government will 
greatly affect both the size and nature of the government construc- 
tion market. 

The effect of dependence on governmental revenues and the 
budget-making process by the government construction market has 
resulted in an enormous lag between demand (measured in terms 
of need) and effective demand (based on revenues available). This 
assertion rests on subjective opinion but evidence seems to weigh 
in its favor.? Impartial investigation shows there are inadequate 
public institutions, schools, sewage and water systems, highways, 
and conservation programs. The size of this gap has a significant 
economic effect on the government construction market. 


Marketing Aspects 


Market research in government construction is somewhat eas- 
ier than in private construction because of the general require- 
ment to make available information on construction projects and 
the legal requirement to advertise for bids. There are three 
stages at which most projects come up for attention: (1) advanced 
planning, (2) fund appropriation, and (3) the calling for bids. 

Advanced planning is becoming more widespread and extensive, 
especially among state and local governments. The establishment 
of capital budgets is quite common (states and large cities) and 
becomes in effect a one-year plan, The Federal Government pub- 
lishes a Special Analysis of Federal Activities in Public Works 


3. The Affluent Society, John K. Galbraith, pp. 251-269 (Theory of Social Bal- 
ance). 
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and Other Construction as an addendum to its annual budget. Five- 
year capital plans are coming into use by states and large cities. 
These plans are usually published and available to interested par- 
ties. Capital budgets and five-year plans contain a brief descrip- 
tion of projects to be undertaken and their approximate value. 

Legislation to appropriate funds and authorize projects by the 
U. S. Congress, state legislatures, or local government bodies is 
considered after the advanced planning and before bids are called 
for. This process is important because hearings are usually held 
and revisions are made in the plans for the current year and sug- 
gested or implied changes in the plans for ensuing years. The 
text of these hearings is sometimes published. (Extensive con- 
gressional hearings are published on military facilities and civil 
public works.) 

The calling for bids is advertised in appropriate publications 
as a legal requirement. Contractors can usually be notified di- 
rectly if they submit a request to a specific agency of government. 

In addition to the direct sources of information, there are two 
national daily publications that report information on large con- 
struction projects with good coverage of government work’ These 
publications report advanced planning information, the calling for 
bids, and contract awards. 

There are numerous procedures and requirements that distin- 
guish the marketing of government construction from private con- 
struction. All government construction is opened to competitive 
bidding, which excludes negotiation. There is a public opening of 
bids and with almost no exception the low bidder is awarded the 
contract. This is a legal requirement for general contractors and 
is a practical necessity in the case of subcontractors. Specifica- 
tions on government jobs are of the performance type and in no 
case specify a single manufacturer or source of supply. Bidding 
bonds and performance bonds must be posted by contractors on 
government projects, but are not considered a major obstacle. 
Government construction projects are let on a lump-sum basis. 
The contract price, therefore, includes not only costs but also 
profit. In private work, however, the fixed-fee and cost-plus-fee 
type contracts are more prevalent. The difficulty in getting a 
price adjustment on government work means that the lump-sum 
contract, and as a result government construction in general, 


4. Dodge Reports, F. W. Dodge Corporation, and Construction Daily, McGraw 
Hill Publications. 
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involves more risk to the contractor. Some government construc- 
tion contracts contain provisions enforcing elements of public 
policy. The federal government, for example, has a ‘‘minimum 
pay’’ and a ‘“‘nondiscrimination”’ clause in all contracts. Although 
difficult to pin-down, it is acknowledged by people in the industry 
that political influence plays an important role in government con- 
struction. It is agreed that this is at a bare minimum at the 
Federal level, but increases steadily at the state, municipal, and 
county levels. 

The major Federal agencies letting contracts are the U.S. 
Army Corps of Engineers, Navy Bureau of Yards and Docks, Bur- 
eau of Reclamation, Tennessee Valley Authority, and General 
Services Administration. State agencies are usually the Highway 
Department and the Department of Public Works or their equiva- 
lent. The County Engineers and County Commissioners office 
handle the bulk of county work. Although there is great diversity 
among municipal governments in the handling of construction, 
there is often a Department of Public Service (or Works) with 
three divisions—Water Division, Sewage Division, and Engineering 
Division—which are responsible for the major construction proj- 
ects. School boards or their designated representatives handle 
construction for school districts. 


The Future 


As was pointed out, the outlook for the government construc- 
tion market in the 1960’s is bright. Government construction in 
the coming decade will increase in importance relative to the total 
construction industry as well as the economy as a whole. Specific 
estimates in this paper are based on the assumption that no basic 
change takes place in the economic forces affecting government 
construction, 

Given this assumption, reasonable limits for growth can be set 
at growth with the Gross National Product for a lower limit and 
growth comparable to the past decade (excluding military facili- 
ties) as the upper limit (see Chart 6). There has never been any 
sustained period of time that government construction has lagged 
behind the GNP in growth. The growth during the past decade was 
greater than can be expected in the coming decade for three rea- 
sons (in addition to the effect of military facilities): (1) the still 
existing backlog during the 1950’s of World War II demand, (2) the 
spurt in the 1958-1959 period caused by the Federal highway 
program and other recession measures, and (3) factors associated 
with the military build-up such as military housing. This estab- 
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CHART 6 
GOVERNMENT CONSTRUCTION IN THE 1960'S 
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lishes an upper limit at around $28.5 billion for 1970 (a 5.4 per 
cent annual rate) and a lower limit at around $22.6 billion (a 3.2 
per cent annual rate). It is hazardous, to say the least, to pinpoint 
a value between these limits. Three well-known construction ex- 
perts—Miles Colean, Consultant to Architectural Forum; Robinson 
Newcomb, Consultant to Engineering News-Record; and George C, 
Smith, Chief Economist for F. W. Dodge—have made estimates of 
the total government construction market to 1970. As can be seen 
from Chart 6, their estimates for 1970 of $25.8 billion,® $26.0 bil- 
lion, and $24.0 billion respectively, fall well within the established 
limits. 

Highway construction is expected to experience the most rapid 
growth in the coming decade, reaching an annual total by 1970 of 
around $10 billion or almost two-fifths of the total market (see 
Chart 7). The Federal highway program will give this area the 
added impetus. 

Educational buildings will also demonstrate a rapid increase in 
the 1960’s, The greatest boom will bein high schools and colleges, 
unlike the elementary school boom of the past decade. An annual 


5. This estimate was adjusted from 1969 to 1970 by the writer. 
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GOVERNMENT CONSTRUCTION, BY TYPE 
1915- 1970 (1959 PRICES) 
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rate of $4.7 billion is expected by 1970. Construction of nonresi- 
dential buildings (other than educational) will also spurt during the 
1960’s based on the demand for increased government services. 
This is true for hospitals, clinics, institutions, and recreational 
facilities. The total for this type of construction should amount to 
around $3.1 billion per year by 1970. The present backlog of re- 
quired capacity of water and sewage systems and the necessary 
expansions will shoot construction expenditures up to $2.8 billion 
per year by 1970. 

Other areas of government construction growth will be con- 
servation and development at around $1.8 billion annually by 1970 
and public service enterprises at $1.0 billion. Government resi- 
dential construction is expected to drop off as a result of a small- 
er requirement for military housing under the Capehart program. 
Housing for the aged and minority groups, however, will maintain 
public residential construction at around $0.8 billion per year 
throughout the 1960’s. Construction of military facilities depends 
heavily on the international situation. Barring any major con- 
flicts or significant disarmament programs, military construction 
should level off at between $1.3 and $1.4 billion during the next 
decade. The nature of the market will continue to shift from con- 
ventional-type facilities to the more unique and specialized ones, 
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e.g. test facilities, missile and space launching facilities, atomic 
reactors and radio telescopes. 

The role of the Federal Government in financing government 
construction is expected to increase during the 1960’s through an 
increase in the Federal grant-in-aid program (see Chart 8). This 
will, however, have little or no effect on the relative position of 
the state and local governments in their roleas contracting agents. 
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Recommendation 


The growth of government construction during the coming dec- 
ade, in absolute terms and in relation to the total economy, en- 
hances its economic importance. No effort should be spared, 
therefore, to effectively use government construction to combat 
recessions. This can be accomplished, in the opinion of the writ- 
er, if these steps are taken: 
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1. Impending recessions are determined at an earlier 
stage (through use of reliable ‘‘leading indicators’’). § 

2. A significant backlog of planned projects are ready at 
all times to be put out for bid. 

3. The decision to ‘‘go ahead’’ with the program is left 
to executive discretion to minimize delay. 

4. Due consideration is given to the ‘‘aftereffects’”’ of a 
planned injection of government construction into the 
construction industry and the economy as a whole. 

5. State and local governments cooperate in a total effort. 
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9. THE GOVERNMENT RESEARCH 
AND DEVELOPMENT MARKET 


Albert Shapero* 


S a market, government research and development (R&D) is 
substantial, is one of growth, and is one that exerts a strong 
influence for change in our economy. An idea of its magnitude can 
be obtained from estimates which place the Federal expenditures 
for R&D in Fiscal Year (FY) 1960 between $7.5 and $7.9 billion, of 
which approximately 75 per cent went to suppliers outside the gov- 
ernment. An idea of its growth can be obtained, despite changes 
in the official concepts of R&D, by comparing this with FY 1940 in 
which $75 million were expended with the largest porportion of 
that being expended within governmental agencies and laboratories. 
The influence for change on the American economy of these R&D 
expenditures has been dramatically evidenced in the creation, 
growth, and content of many major industries as exemplified by 
the electronics industry. 

This discussion will briefly attempt to outline something of the 
nature of this market, its major trends, the factors that influence 
this market, who supplies the market, and a little about supplying 
this market. 


The Nature of This Market 


To understand the nature of this market, it is necessary to 
first define what is meant specifically by government R&D, Gov- 
ernment R&D includes those activities of an innovative nature that 
are concerned with the problems, processes, and equipment, con- 
sidered to be of importance to ‘‘the public interest’’ that it is felt 
cannot be left to the chance interests of individuals and private 
organizations. It includes basic and applied research in the 
sciences and engineering and the design, development, test, and 
evaluation of prototypes and processes. 

These innovative activities are in most cases identical with 
activities that are carried out in private or industrial R&D. There 
is a basic difference, however, between governmental and industrial 


*Albert Shapero, Head, Systems Analysis Group, Stanford Research Institute. 
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R&D that is summed up in the term ‘‘the public interest.’’ In an 
industrial frame of reference the goals of R&D can be discussed 
in terms of profitability, effect on the competitive position of an 
industry or company and in the improvement and creation of prod- 
cuts and processes towards these ends. The goals of government 
R&D cannot be discussed in these relatively simple terms since 
they are stated in terms of ‘‘the public interest’’ which is the re- 
sultant of a very complex interplay of administrative and legisla- 
tive policies and procedures acting under the pressures of many, 
diverse constituencies. These interpretations change with the 
political climate as can be seen in the current debate on national 
defense. Nevertheless, despite its dynamism there are major 
features of this market which are describable and of which esti- 
mates, or better still, guesses can be madeas to their trends. 

In the framework of all U.S. R&D expenditures, it is seen that 
since 1948, government R&D accounted for more than 50 per cent 
of all R&D expenditures. This percentage rose to a high of 62 per 
cent in 1957, dropped to 60 per cent in 1959, and shows every evi- 
dence of remaining at this relative level throughout the 1960’s. 
Taken together with the expenditures of colleges and other institu- 
tions, non-industrial R&D expenditures have reached a high of 65 
per cent of the total market and should remain between 60-65 per 
cent in the projected period. (See Figure 1 and Table 1.)2 


Market Trends 


Before venturing an estimate of where these expenditures will 
go in the 1960’s, it should be pointed out that in a market area so 
beset by unknowns and unknowables, this can be no more than a 
brave hearted or fool-hardy guess. According to the estimates of 
the Bureau of the Budget, Federal R&D expenditures for FY 1961 
will climb to $8.391 billion, part of which is accounted for by the 
“new’’ concept, used since the 1960 budget, which includes expen- 
ditures associated with test and evaluation. It was estimated in 
December 1959, that this will rise to approximately $12.4 billion 
in 1969. The December 1959 date is mentioned in order to indi- 
cate that this figure might now be considered to be somewhat low 
since it took into consideration an anticipated reduction in military 


1, The estimate of R&D expenditures have been based primarily on those de- 
veloped by the McGraw-Hill Department of Economics, which utilized data from 
the National Science Foundation, the Department of Defense, the Bureau of Labor 
Statistics, the Census Bureau, and their own studies. 
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FIGURE 1 
ESTIMATED R &D EXPENDITURES IN THE 1960's 
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expenditures based on an improvement in relationships between the 
Communist and non-Communist worlds which have seriously de- 
teriorated in the interim. In any event, a continuing growth of the 
market is indicated, but at a rate more modest than that of the 
past ten years. 

Federal R&D expenditures have been roughly classified under 
the general functional categories of major national security, com- 
merce and housing, labor and welfare, agriculture and agriculture 
resources, natural resources, veteran services and benefits, in- 
ternational affairs and finance, and general government. Since for 
the past twenty years, ‘‘the public interest’’ has been predomi- 
nantly identified with national security, it is seen that beginning 
with FY 1941, from 73 per cent to 89 per cent of the R&D budget 
has been primarily expended by the Department of Defense and the 
Atomic Energy Commission. If we choose to broaden the term 
national security to include all aspects of our concern with the 
threat of the Communist world, we could add in the R&D funds ex- 
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TABLE 1 


ESTIMATED R&D EXPENDITURES 1945-1969* 
(In Billions of Dollars) 


Colleges 
Ail and 

Year Total Industry Government Institutions 
1945 $ 1.8 $ .9 $ .8 $.1 
1946 2.1 1.0 1.0 a 
1947 2.7 1.3 1.3 Fe 
1948 3.1 1.4 1.6 “a 
1949 3.1 1.4 1.6 an 
1950 3.4 1.5 1.8 a 
1951 4.0 1.8 2.0 2 
1952 4.5 2.0 2.3 2 
1953 4.9 2.2 2.5 .2 
1954 5.9 2.4 2.8 3 
1955 6.3 2.5 3.5 3 
1956 8.4 2.9 5.2 3 
1957 10.0 3.5 6.2 3 
1958 11.0 4.0 6.7 3 
1959 12.0 4.5 7.2 3 
1969 22.2 9.0 12.4 8 


*Calendar Years. 


Source: McGraw-Hill, Department of Economics. 


pended for Civil Defense as well as some of those funds expended 
by the State Department and the U., S. Information Agency. 

Though in the projected FY 1961 budget 27 governmental agen- 
cies are represented as receiving and expending R&D funds, 5 of 
these receive approximately 96 per cent of the total. These are 
the Department of Defense, 70 per cent; AEC, 13 per cent; Na- 
tional Aeronautic and Space Administration, 7 per cent; Depart- 
ment of Health, Education and Welfare, 4-1/2 per cent; Depart- 
ment of Agriculture, 1-1/2 per cent. The relatively high percent- 
age for the Department of Defense and AEC will probably continue 
through the 1960’s. 

Since 1946 the majority of these expenditures have been ex- 
pended for goods and services supplied by industry, colleges, and 
institutions. The industry portion has risen from $.3 billion in 
1945 to almost $5 billion in 1959. The colleges and institutions 
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FIGURE 2 
ESTIMATED GOVERNMENT R & D IN THE 1960's 
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portion has risen from $,1 billion in 1945 to better than $1 billion 
in 1959. It is estimated that by 1969 the industry portion will rise 
to $7.5 billion, that of the colleges and institutions to $2.5 billion, 
while in-house government research will reach $2.4 billion. These 
estimates indicate that there will be a modest, 50 per cent in- 
crease in the expenditures that go to the government laboratories, 
while there will be a substantially higher proportion of funds going 
to colleges and institutions, making a 250 per cent increase in this 
area. This is probably the most remarkable growth area within 
the government R&D area. 

Since national security expenditures dominate this market, it 
is interesting to note how national security expenditures break 
down. As stated previously, approximately 83 per cent of all the 
funds to be expended in 1961 will go to the Department of Defense 
and to the Atomic Energy Commission. The 70 per cent which 
goes to the Department of Defense, is divided between ARPA, Air 
Force, Army, and Navy. Estimates of the direct obligations that 
will be required in the 1960’s are shown in Figure 3. 
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FIGURE 3 


ESTIMATED DEPARTMENT OF DEFENSE R & D 
DIRECT OBLIGATIONS IN THE 1960's 
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To give you some idea of the specific interests of these major 
agencies, I would like to point out some of the highlights of their 
current research, In general, the Department of Defense is sup- 
porting research concerned with the extremes of environmental 
conditions occasioned by the places, speeds, and reaction capabili- 
ties required of the vehicles and devices needed to meet present 
and future military threats. It is augmenting the present high 
levels of effort in the areas of atmospheric research, materials 
research, oceanography, seismology, and scientific information 
exchange facilities. For example, 1961 will see a high degree of 
selectivity in development programs among those items, systems 
and devices emerging from the development phase and approaching 
tests and evaluation. 

The present NASA plans include development of very large 
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thrust boosters and continued coordinated programs in the design 
and development of payloads, upper stage vehicle propulsion pow- 
er, control systems, data recovery systems, and associated equip- 
ment. 

The Atomic Energy Commission research programs that are 
projected at the present time include refinement of weapon pro- 
duction, particularly those for defensive or tactical use, and the 
development of weapons with special characteristics such as those 
that are largely free from radio logical fallout. Reactor develop- 
ment, including development of reactor materials and design, en- 
compass the civilian as well as military usage. Propulsion sys- 
tems for commercial ships and space vehicles, as well as naval 
combat vessels, missiles, and various specialized requirements 
will be explored. The Commission sponsors much basic research 
in the physical sciences, as well as the biological and medical 
sciences in order to secure more definitive understanding of the 
effects of the unleashed atom. 

The Departments of Agriculture and of Health, Education and 
Welfare, particularly the National Institute of Health, also have 
large research budgets, although not of the same order of magni- 
tude as those pertaining to national security. The Agriculture Re- 
search Service which receives over 80 per cent of that depart- 
ment’s research funds, conducts research on diseases, pests, and 
other production problems of animals and crops, on soil and water 
conservation, utilization of farm crops and the like. Most of this 
research is done in-house or in conjunction with the large land 
grant agricultural colleges whose programs the service supports. 
The major research expenditures of the Department of Health, 
Education and Welfare are programmed by the Public Health Serv- 
ice, which expends less than 20 per cent of its funds for research 
undertaken in government laboratories. The balance is for grants 
to universities, hospitals, and other medical research centers con- 
cerned with the causes and cures of diseases and related basic 
research in the life sciences. 


Who Supplies the Market 


There are very few industries, colleges, and institutions that 
are unaffected by the government’s R&D program. Dividing the 
market by types of research into basic, applied, development, test 
and evaluation, we find that the primary suppliers of basic re- 
search, which absorbs one to two per cent of the R&D dollar, are 
the colleges and institutions, though it is true that some of the 
very large corporations do engage in some basic research for the 
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government. In the field of applied research which takes approxi- 
mately 20-22 per cent of the R&D dollar, we find a much greater 
representation of industrial concerns as well as a great deal of 
work being performed by institutions such as the one I represent. 
In the remaining areas of development, test and evaluation by the 
industrial concerns dominate development, while test and evalua- 
tion is divided between the government, industrial concerns, and 
institutions, 

An idea of the distribution of R&D suppliers to the government 
can be obtained by examining the distribution of R&D dollars to 
the 500 organizations that accounted for the bulk of military R&D 
prime contracts in FY 1958. Forty-seven per cent of these funds 
went to aircraft and aircraft parts companies, 29 per cent to elec- 
trical and electronic companies, 5 per cent to the computing ma- 
chinery industry, 8 per cent to colleges and institutions, with the 
remainder distributed among a great variety of companies. 

Since the foregoing refers to military R&D prime contracts, it 
should be pointed out that, in a sense, this is somewhat of an ‘‘ice- 
berg’’ phenomenon. Many prime contractors, especially those 
with the larger contracts, represent only the peak of a pyramid of 
primary, secondary, and further tiers of subcontractors. For 
example, on one such contract, it was estimated that for every 
prime contractor electronics engineer working on the program, 
there were six employed on the project by subcontractors. 


Factors Affecting the Market 


The factors affecting this market can be broken down into sev- 
eral major categories. One category of factors is summed up 
under the heading of the domestic economic situation. It is diffi- 
cult to foresee what would be the effect of the economic situation 
on the general R&D market. The climate towards research and 
development has changed tremendously, as is evidenced by the 
fact that government R&D expenditures have grown continuously 
since 1945 despite the recessions experienced during that period. 

Another group of factors are grouped under the heading of the 
international political situation. This is one group thatis primari- 
ly classifiable among the unknowables, and can be summed up in 
the question, ‘‘What will the other fellow do?’’ This market is af- 
fected by the technical achievements of the other side, a la sputnik, 
by a politcal action in some undeveloped country, or by the deci- 
sions or lack of decisions reached at a summit meeting. If we go 
to arms control, for example, does this mean a cutback in the 
dominant area of military expenditures? Estimates to date on the 
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research and development required for arms control systems in- 
dicate that this may require funds equal or greater than those that 
have been expended on the weapons that areto be controlled. 

A third group of factors is that inherent in research itself. It 
is a rather intriguing point that this is a market primarily con- 
cerned with making changes and in the course of making these 
changes is affected itself. The discoveries and the failures of re- 
search and development affect the continuing market. Toillustrate 
this, there is the field of polio research. The discovery of the 
Salk vaccine has radically diminished the expenditures of funds 
for research in this field. On the other hand, there is the field of 
atomic energy. The first funds that were granted by President 
Roosevelt for atomic energy investigations in 1940-1941 were ap- 
proximately $16,000. Compare this with over $1 billion being ex- 
pended by the AEC in FY 1961. An illustration of a field that can 
possibly expand greatly is the exploration of space. As a small 
example of how research begets changes in the market, let us 
examine the question of the nature of the moon’s surface. Upon 
the determination of this minute particle of space study can hang 
the magnitude of the expenditures required for moon exploration. 
If, as some speculate, the moon is covered by 50-100 feet of dust, 
the R&D market for appropriate structures, vehicles, tools and the 
like can be quite substantial. 

A fourth set of factors is embedded in the public viewpoint. 
The government is necessarily responsive to the point of view of 
the general public as expressed through the political process. Ina 
sense, the government R&D market can be considered to be a func- 
tion of the aspirations, fears, and excitements of the general pub- 
lic. The desires for a better life, the fears for national security, 
and the excitements of new frontiers have become coupled in the 
public mind with the innovations that are the end products of re- 
search and development. The rapid technical advances following 
World War II have generated a public expectation that treats re- 
markable achievements as a matter of course, the public no long- 
er questions whether or not man can go to the moon, or whether 
cancer can be cured, but only asks ‘‘when.’’ This acceptance of 
R&D as a means for achieving the public’s desires has had an 
affect on the freedom with which government expenditures are 
made in this area. It has meant that any expenditures that can 
possibly be qualified as R&D are now so listed. On the other hand, 
it has meant that each administration will inevitably ask for R&D 
funds. As Dexter Keezer has stated it,. . .‘‘there is almosta 
compulsion in Congress to expend R&D funds for national secur- 
ity.’’ In effect, this public opinion appears to provide a stabilizing 
underpinning to the R&D market. 
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The final group of factors that I would like to discuss here can 
be considered under the heading of government practices and poli- 
cies. The budget policies of an administration exert a profound 
influence on the R&D market. For example, an administration 
committed to a balanced budget, or to an aggressive attack on cer- 
tain unsolved problems, or to a particular view of defense will 
have a particular influence on the extent and mix of R&D expendi- 
tures. The annual fiscal practices of the government, and the re- 
sulting fact that contracts are given or justified on a one-year 
basis has a serious influence on the continuity of elements of the 
market and on a company’s participation in the market. 


Supplying the Market 


Why should any company be interested in supplying this mar- 
ket? First, of course, there is the direct financial incentive. 
There are companies that derive all or a good share of their in- 
come from this market. There is also the less direct incentive 
that grows out of the well supported conviction that R&D means 
company growth. In a sense, the performance of R&D on govern- 
ment contracts has been considered as a means for obtaining in- 
direct government support for the development of their industrial 
R&D capability. At the same time there are companies that have 
partially subsidized their government R&D efforts in order to gain 
all of the indirect advantages. 

In order to enter this market, it is necessary to have an under- 
standing of the customer and the constraints within which he must 
operate, as well as the capability to supply his needs. The gov- 
ernment customer is under constant scrutiny and, because of this, 
he is constrained by the need to be ready to justify his project, his 
request for funds, his choice of supplier, and the output of his 
supplier. This, taken together with the requirement that is im- 
posed by the nature of R&D for highly specialized and individu- 
alistic capabilities, influences the entire process of getting a 
chance to compete for a contract, the company’s proposal for a 
contract, and the selection of the company to receive the contract. 

To get a chance to compete for a contract, a company must es- 
tablish itself as being capable and/or interested. Most agencies 
maintain one or several bidders lists under a variety of subject 
classifications. In some cases, it is simply sufficient to officially 
establish the company’s interest and thereby be automatically con- 
sidered when a proposal request is to be issued. In most cases, 
however, only those organizations that have demonstrated some 
capability in the subject field or associated fields will be con- 
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sidered. In many cases, organizations do not wait for a specific 
proposal request, but invest time and dollars in the preparation of 
unsolicited proposals that they feel may be of interest to the gov- 
ernment. In these cases, they may be considered for a contract 
or they may only act to open up the subject to a proposal request 
for which they must bid competitively—with a chance of getting the 
contract. 

In preparing a proposal, the successful company must demon- 
strate its understanding of the problem, an understanding of the 
needs of the agency involved, show a proposed technical and man- 
agerial approach to the problem, and must demonstrate specific 
qualifications to solve the problem. Glossy proposals will not 
substitute for technical quality. For example, in some agencies, 
cost information is deliberately separated from the technical part 
of a proposal when it goes to the technical evaluator. The evalua- 
tor is called upon to sort the proposals into two broad classes— 
acceptable or unacceptable. He must give reasons for unaccepta- 
bility, and must rank those that are acceptable, giving reasons for 
this ranking. All this is arrived at without consideration of costs. 
After this the cost data is considered. The cheapest bid, if tech- 
nically unacceptable, will be rejected. In fact, it rarely occurs 
that the cheapest bid is also ranked highest technically. 

Research and development capability is individualistic in that 
it is measured, not in terms of the number of scientists and engi- 
neers within a company, but in terms of who they are. Individual 
biographies are one of the hallmarks of an R&D proposal. The 
closer the proposed work is to the basic research end of the spec- 
trum, the more important the individuals who will do the work be- 
come in the assessment of capabilities. Of course, the makeup 
and the organization of the team, as well as the necessary facili- 
ties and finances, enter into this assessment. 

Summarizing briefly—the government R&D market, which is 
presently at the 4.-9 billion level, shows every prospect of con- 
tinuing to grow throughout the period of the 1960’s to a level of 
$12-13 billion. This market, which is bound to governmental in- 
terpretations of the nature of ‘‘the public interest’’ has been pre- 
dominantly concerned with national security since 1940. All indi- 
cators are that this predominance will continue throughout the 
1960’s, but that nondefense R&D will grow at a relatively greater 
rate. Though this market is subject to many internal and external 
unknowables that affect its internal mix, it is and will be firmly 
supported as a whole by governmental response to a public view- 
point that increasingly identifies R&D as the means by which the 
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public’s aspiration and excitements are supported and its fears 
resolved. 

The nature of the market’s processes is dominated by the 
characteristics of all governmental activity. Since it is concerned 
with public moneys, it is marked by constant scrutiny and con- 
tinuous justification, which in turn affects the marketing strategy 
and tactics to be employed. Since it is involved with the govern- 
mental budget process, it has its own particular seasonal varia- 
tions. 

Aside from the direct monetary benefits that are to be gained 
in this market area, there are many indirect benefits available to 
the firms that participate. These indirect benefits, which include 
the partially paid for growth of a firm’s industrial R&D capability, 
very often motivate a firm’s decision to enter this field. 
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10. CAN MARKETING ANSWER OUR 
AGRICULTURAL PROBLEMS? 


Clifford R. Hope* 


HE subject matter of this particular session implies that sur- 

pluses are our principal agricultural problem, and I suppose 
that there are few who would quarrel with such an implication. 
Yet there are not very many who would go so far as to say that 
surpluses of themselves are bad. At their worst, they are only 
too much of a good thing. It is interesting to speculate as to just 
what kind of a world we might be living in now if America had not 
produced farm supplies in excess of our needs during and since 
World War II. In my thinking, it would be quite a different world 
and one considerably less to our liking. Yet everyone must admit 
that the management of agricultural surpluses, such as we have 
had during the past few years, constitutes a most serious problem, 
not only from a physical and financial standpoint but in other ways 
as well. 

If I must answer the question, ‘‘Can marketing answer our 
agricultural problem?’’ now, I’d have to qualify it by at least 
saying, ‘‘Not entirely.’’ The revolution in agricultural production 
which has taken place during the last twenty years has gone so 
far and has so much steam behind it now, that very little can be 
done except slow it down, and I’m not sure how much slowing down 
can be done, or should be done. A question I would rather answer 
is, ‘‘Could we have avoided most of our surplus problems if, 
during the last forty years, we had more nearly equalized our 
efforts in the fields of production and marketing?’’ My answer 
to that would have been, ‘‘Yes’’, and no one can prove it is not the 
right one. 

Most, although not all, of the impetus toward the revolution in 
production has come through programs of research and education, 
sponsored and carried out by the Department of Agriculture, the 
Land Grant Colleges, Federal and State Experiment Stations, the 
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Extension Service, the Soi! Conservation Service, The Farmers 
Administration, the Soil Conservation Payment Program, the 
Reclamation Service, and other agencies. I’m not complaining 
about these programs. They were created for the purpose of 
bringing about more efficient and more effective farming, and 
they have succeeded in a big way. But the lavish way in which 
the Department of Agriculture and other agencies, state and 
national, carried out this program has been exceeded only by the 
niggardly way in which marketing activities have been supported 
in these same quarters 

This situation is not improving. I have on my desk the report 
of the Senate Committee on appropriations on the Agricultural 
and Farm Credit Appropriation Bill for the fiscal year beginning 
July 1st. The total amount in this bill, as reported by the com- 
mittee, is $4,000,222,000.00, omitting loan authorizations and 
permanent appropriations but including $2,670,134,000.00 for the 
Commodity Credit Corporation for restoration of impaired capital 
and for special activities, mostly in connection with price support 
programs. In all of the items contained in this $4,000,000,000.00 
bill, there are only two which can be said to be strictly 
for the promotion of agricultural marketing. One is an item of 
$16,605,000.00 to the Agricultural Marketing Service for market- 
ing research and agricultural estimates. How much goes to 
marketing research and how much for agricultural estimates is 
not shown in the report. The other item is the appropriation 
for the Foreign Agricultural Service in the total amount of 
$21,647,000.00 of which $14,621,000.00 is for foreign currency 
for market development in foreign countries. The sum of these 
two marketing items is $38,252,000.00 or less than 1 per cent of 
the total department appropriations. In the main, the same 
situation prevails in the states as far as the ratio of interest 
between production and marketing is concerned. 

I relate these facts and circumstances with a feeling of con- 
siderable disappointment and frustration. In 1945 and ’46, I was 
one of several members of Congress who devoted a considerable 
amount of time to the subject of agricultural marketing and in 
urging that some more realistic relationship be established be- 
tween expenditures for production and marketing. There seemed 
to be a great deal of interest in this matter, not only on the part 
of farmers and farm organizations but among members of Congress 
in bringing about this adjustment. The result was that after 
rather extensive hearings and consideration by the House Com- 
mittee on Agriculture, a bill known as the Research and Mar- 
keting Act of 1946 was passed. As a matter of fact, it passed 
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the House unanimously, and as I recall, the vote in the Senate 
was either unanimous or almost so, although the measure did not 
have the study and consideration of that body which it received 
in the House, especially in the House Committee on Agriculture. 

This measure authorized the appropriation of considerable 
sums of money on a graduated scale over the years for marketing 
research and study, but sad to relate, this program never got off 
the ground. It would take too long to relate all the details of why. 
A few years ago, I discussed this subject in the form of a lecture 
before the graduate school of the Department of Agriculture. It 
took me 12 single spaced pages to point out what was wrong, and 
there are more things wrong now than there were then. Further- 
more, I was never able to see that this 12 page single-spaced 
speech helped matters a bit. 

Now I do not want to be understood as saying that the amount 
of funds appropriated by Congress is an accurate gauge of national 
interest in agricultural marketing, but I think the scriptural 
statement that where your treasure is, there will your heart be 
also is still a pretty good rule to goby. To my mind, the in- 
significant appropriations for marketing reflect not only govern- 
mental but national neglect of one of the most important aspects 
of agriculture. 

We all realize that a revolution has taken place in the mar- 
keting of food products in recent years. Integration of farm and 
marketing activities in its various forms, and the development of 
the supermarket are two of the best examples of this. But there 
is very little evidence, one way or another, to show what effect 
these activities are having on total agricultural marketing. Harry 
C. Trelogan, Assistant Administrator for Marketing Research, 
Agricultural Marketing Service, U.S, Department of Agriculture, 
summed up the present situation in an address delivered before 
the Experiment Station Section, American Association of Land 
Grant Colleges and State Universities in St. Louis last November 
10th, when he said: 


‘Change has been sufficiently prevalent and pervasive in 
agricultural marketing that it could escape the notice of no one. 
But to even those participating in the market, the magnitude, 
causes, and significance of the change are not fully apparent 
nor well understood. One reason is that few people look upon 
agricultural marketing as an industry. They are preoccupied with 
only small parts of it in their capacities as wheat farmers, apple 
growers, cheese makers, rice millers, cotton ginners, citrus ship- 
pers, vegetable canners, meat packers, poultry dressers, produce 
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receivers, food wholesalers, grocers, restaurateurs, and cus- 
tomers. 

‘“‘Aggregative statistics on costs, prices and incomes, the 
ultimate indices of the results of change, are not usually compiled 
for agricultural marketing as a separate entity. They are inter- 
‘woven in a complex currently identified as agribusiness, analysis of 
which is highly dependent upon census data. As new census data 
become available, measurement of growth in this segment of our 
economy and the shifting income streams within it will merit 
close and prompt study as a means of better understanding the 
full impact of agricultural policies, and accelerating economic 
developments appertaining. 

‘Interim studies of a partial nature suggest that changes of 
startling proportions are continuing at rates comparable with those 
that have characterized the past two decades. They further 
suggest that the changing American agricultural market can 
hardly be described as a research induced pehomenon. In fact, 
agricultural production research has evidently had a greater 
impact than publicly supported research dealing with marketing. 
This is in conformity with the relative public investments made 
in the two areas of research. The largest elements of change, 
namely, growth and inflation, have been thrust upon our agricul- 
tural markets by developments outside the agribusiness complex.”’ 


I hope I have not given the impression that we should depend 
entirely on government to deal with these matters. I don’t. I think 
that government can be of great help and can do some things 
impossible for either farmers or distributors to do. But my main 
point here is that in a government like ours, governmental ac- 
tivity reflects the interest and views of the people. The lack of 
interest presently evident in marketing in government quarters 
means that there is either public indifference or that the views of 
the public are not getting through to the Department of Agri- 
culture. One rather widely held view is that the leadership in 
both the Department of Agriculture and in the Land Grant Colleges 
is centered in the hands of people who are production-minded to 
an extent that they cannot adjust to changing times. 

I believe that the times are such that an all out effort in the 
field of agricultural marketing can reasonably be expected to 
bring worthwhile results. In saying this, I am taking into account 
the population increase at home and abroad; the world wide gen- 
eral improvement in economic conditions, and the fact that in this, 
and other economically advanced countries there exists a con- 
siderable amount of discretionary spending power which bids fair 
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to expand as increased per capita productivity continues. I have 
recently seen figures showing that based on a 1950 standard of 
living concept, discretionary spending increased from 42 per cent 
total disposable income in 1950 to 49 per cent in 1959, and that in 
the absence of war, inflation or depression, it could well go up 
to 57 per cent by 1970. What form is this spending going to take? 
Will it go for food and other agricultural commodities, or for the 
many other commodities and services which will be available? 

That the industries marketing and processing agricultural 
products have not been able to hold their own against other 
claimants for the consumers’ discretionary dollars, is suggested 
by the figures showing the percentage of consumer income which 
has gone for food in recent years. According to the Marketing and 
Transportation Situation for April 1960, 20.7 per cent of consum- 
ers’ disposable income went for food in 1959. That compares with 
23.1 in 1935-39, 22.9 in 1950 and 22.4 in 1954. During the next 
ten years, millions of American families will be moving into 
higher spending groups. They’re going to change their standards 
of living, their buying and consuming habits in many ways. Many 
factors will contribute to these changes, but unless agriculture 
and the agricultural industry make a fight for these new dollars, 
they’1l fail to get their full share of them. 

If the statisticians are right, our population by 1970 will reach 
220 million, 40 million more than today. That will mean more 
consumption of agricultural products, but how much will depend 
on how well we come out in our competition with other claimants 
for the consumer’s dollar. There’s not going to be anything 
automatic about it. To get the best results, there must be co- 
ordinated efforts on the part of producers, processors, and dis- 
tributors. Until the present, activities on the part of producers 
have not been large, and they have varied much among commodit- 
ities. Recently, the Market Development Research Division of the 
Agricultural Marketing Service published a report, entitled ‘‘Pro- 
motion of Farm Products by Agricultural Groups’’. This report 
shows that in 1958, agricultural groups of all kinds spent a total 
of $66,597,000.00 for sales promotion. Over two-thirds of this 
was spent by two groups, dairy organizations which spent 
$24,957,000.00 and fruit groups which spent $20,456,000.00. 
$3,465,000.00 was spent on natural fibers (cotton and wool). 
$3,364,000.00 went for meat and livestock. Vegetables were next 
with $2,401,000.00 and poultry and eggs followed with $2,298,000.00. 
None of the other groups spent enough to be mentioned. The 
amounts listed above are not large, and there is nothing in the 
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report to indicate how long these programs have been in existence. 
It is cumulative action which gets results in matters of this kind. 

There is an increasing interest in market promotion by com- 
modity groups. Generally these efforts are financed by assess- 
ments against the grower, based upon the quantity of the com- 
modity which he markets. In some cases, these assessments are 
collected by market agencies or processors, in others they are 
collected under state laws, and in one case by the Federal Gov- 
ernment. Collections by states and the government are compul- 
sory, although some states have laws granting refunds on demand. 
Assessments collected through marketing agencies are voluntary. 
Among commodities which secure market development funds from 
producers by one or another of these methods are dairy products, 
wool, wheat, potatoes, and citrus fruits. Other market develop- 
ment programs are carried out through joint contributions by pro- 
ducers and processors, and others by processors alone. 

I feel very strongly that agricultural producers should parti- 
cipate in market development programs either on their own or in 
connection with processors and distributors. Producers of in- 
dustrial products like asphalt, concrete, steel and many others 
promote their product on a national scale and evidently think it 
pays. What is good for them is good for agricultural producers 
also. 

The fact that per capita consumption of certain foods, such as 
dairy products, fresh fruits and vegetables, meats and poultry has 
increased in recent years, shows that people can and will change 
food and spending habits, and it is more than a coincidence that 
the agricultural commodities of which per capita consumption has 
increased the most, in recent years, are among those on which 
there have been aggressive market development programs. Per 
capita consumption of wheat for human food has been declining for 
more than fifty years, except during war periods. The fact that 
this decline has apparently leveled off during the last two years is 
credited to intelligent campaigns carried on by the Wheat Flour 
Institute and the American Institute of Baking. 

I’ve been discussing agricultural marketing mostly in terms of 
food and most of it concerns food. There are certain limitations 
on the consumption of food in a country like our own where 
practically everyone has enough food in terms of calories. In fact, 
there is a rather general opinion that Americans eat too much. 
That, however, is quite a different thing from being well nourished. 
The human stomach will hold only so much—so will supermarket 
shelves, although they are expanding all the time. Selling food 
today is largely in getting it to those two places in attractive and 
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acceptable form. This requires much in the field of research, 
both public and private. I would not want anyone to construe 
anything I have said to mean that government marketing research 
is not doing a good job. I think it is doing a very good job con- 
sidering what it has to work with, and so is private research in 
the same field. But the tremendous changes taking place now in 
population increases, shifting of age groups, movements from the 
farm to the cities, and from the cities to the suburbs require 
constant study. So does the shift of married women from the home 
to offices and other business institutions. 

In the field of agricultural fibers, the limitations in increased 
consumption are much less than in food. There the pocketbook 
and synthetic competition constitute the principal obstacles, and 
here again marketing research must play an important part in the 
battle for the consumer’s dollar. 

As of now, the growth in demand in the export field offers the 
only hope of markets sufficient to make much of an impression 
from the standpoint of reducing surpluses. There again the big 
hope lies in population growth. The most conservative estimates 
of world population for the year 2000 is 5,000,000,000, and there 
are estimates of as much as 6,300,000,000. Which of these figures 
comes nearer being correct depends on war or peace, ample or 
meager food supplies, progress in medical science, and general 
acceptance or non-acceptance of birth control. But either figure 
would put a terrific strain on world food production as we know 
it now. But that is forty years away, and if we move as rapidly in 
the next forty years as we have in the past forty, anything can 
happen. 

For the immediate future, we can expect only moderate gains 
in overall agricultural exports, and these will depend to a con- 
siderable extent on our use of special export programs. There 
will be keen competition everywhere for the hard currency 
markets. In this competition, we have both advantages and dis- 
advantages. Let me refer to some of the disadvantages, because 
it is these which will have to be overcome. 

Inasmuch as I have been working on wheat market development 
projects, I’ll use wheat as an illustration in some cases, but in 
general what applies to wheat is applicable to other export crops. 
Some of our disadvantages exist here, some in other countries. 
One which only we can deal with is a lack of export-mindedness. 
We have been exporters of agricultural products for many years 
without taking the matter very seriously except, perhaps, as to 
cotton. In the case of wheat and other grains, we have been in- 
and-outers. Our exports consisted of wheat we had left over after 
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domestic demands were met. No one ever consciously grew wheat 
for export. No grower paid any attention to what the export 
market wanted. Nor did the grain trade as a whole. All of its 
operations and methods of doing business were geared to domestic 
trade. It was very natural that this should be so, because it was 
the domestic market which was important. 

In contrast, Canada has done just the opposite. There the 
domestic market was unimportant. So everything was geared to the 
world market. The needs of that market were considered in 
production and handling. The result is that Canadian wheat, which 
is good wheat but no better than much of ours, is considered the 
standard in world trade. Many other things enter into the matter, 
of course. We produce many kinds of wheat, Canada only one for 
export. Canadian shipping and port facilities are adequate, be- 
cause they know that a certain amount of wheat will go through 
them year after year. Ours, although improving, are strained 
whenever we have a big year. I think setting up grower organi- 
zations interested in exports has done much and will do more to 
make the country export-minded. With growers, it is either 
export or cut the size of their operations in two. Naturally they’re 
taking the matter seriously, and since they are, the grain trade 
is also taking it seriously from a longtime standpoint. 

Transportation rates and facilities have hindered export move- 
ments of wheat in this country. Domestic rates and movements 
have been considered more important. Kansas wheat farmers 
in the past have been concerned about rates to Kansas City; now 
they’re talking about export rates to the Gulf and the west coast, 
and naturally meeting with opposition from domestic marketing 
and processing interests favored by existing rates. In the end, 
there will be adjustments favorable to exports. In fact, some are 
being put into effect right now. It is too early yet to gauge the 
overall changes which will be made in the transportation rate 
structure of this country as a result of the opening of the St. 
Lawrence Seaway, and truck and barge competition. In my 
opinion, the final result will be quite favorable in all areas from 
the standpoint of export markets. 

But our greatest obstacle as far as exports to dollar markets 
are concerned, is trade barriers of one kind or another. I suppose 
there is no commodity in international trade against which as 
many trade barriers have been erected as wheat, but they inter- 
fere with all agricultural commodites and take many forms. The 
most common, in addition to tarriffs, are bilateral treaties, 
quotas of one kind or another, embargoes, and milling and other 
processing restrictions. No one knows as yet just what effect the 
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European common market will have on agricultural imports into 
Western Europe, and that is a matter which will have to be 
watched closely. Removal of trade restrictions is oneof the major 
foreign policy objectives of our government, and that subject is 
to be pressed vigorously at the trade conference to be held in 
Geneva next September. A representative of the Department of 
Agriculture will be on the American delegation to this conference. 

While the disposal of surplus agricultural commodites through 
special export programs, such as sales for local currency, barter 
and grants was one of the important objectives of P.L. 480, an 
equal and perhaps more important purpose was market develop- 
ment in normal trade channels. That is shown by its title which is 
the Agricultural Trade Development and Assistance Act of 1954. 
That purpose is not only asserted in the title and the language of 
the act itself but is a part of the legislative history not only of the 
original bill but of the extensions which have taken place since. 
The act provides for the use of local currency received for sur- 
plus agricultural products in market development work throughout 
the world. These activities are carried out by organizations of 
processors, distributors, producers, and others working with the 
Foreign Agriculture Service of the Department of Agriculture and 
its corps of attaches throughout the world. The strengthening of 
Foreign Agricultural Service and the vitalization and enlargement 
of the previously moribund attache service has created an in- 
strumentality of real value in foreign market development. 

Since the enactment of P.L. 480, the few agricultural market 
development activities then existing have been stepped up tremen- 
dously, and many new ones have been started. One of the oldest 
and most extensively developed programs is that of Cotton Council 
International with cooperative programs to expand cotton con- 
sumption with industry groups in eleven countries. I am sure that 
all of you are familiar with this activity, 90 per cent of which 
did not exist four years ago. P.L. 480 has furnished the incentive 
through funds and technical assistance. 

There are two regional organizations working on market 
development programs for wheat. These are Western Wheat 
Associates of Portland, Oregon and Great Plains What Market 
Development Association of Garden City, Kansas. While some 
work of this kind has been done before P.L. 480 by the Oregon 
Wheat League, a tremendous expansion has taken place since that 
time. At present, activities are being carried on or are in 
preparation in every continent except Australia. The Soybean 
Council of America has been carrying on an extensive and very 
productive market development program on a worldwide basis. 
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Rice organizations are active in the dollar markets of Western 
Europe. Fruit producers are doing likewise. The Poultry Market 
Development program starting from scratch has made important 
progress, especially in Germany. Activities are being carried on 
in Switzerland Holland and Italy also. Dairy Society International 
‘is active in many parts of the world where dairy products are 
short. The Millers’ National Federation, on its own and in co- 
operation with wheat groups, has made noteworthy progress. Feed 
grain producers have become active and extensive programs are 
in the making. Lard and tallow are other commodities in which 
there is activity, especially in the hard currency countries. To- 
bacco organizations are working actively in Western Europe and 
other areas. The foreign market development activities of these 
organizations are similar with allowance for differences between 
the commodities. What is being done in wheat will give a pretty 
good idea of the general procedure. 

For convenience in describing them, our foreign market de- 
velopment programs might be divided into three fields—research, 
education, and promotion. Market research is a continuing oper- 
ation. Before beginning work in any area, we size up the situation 
by sending out inspection teams, usually composed of officers or 
employees of our organization, representatives of the Foreign 
Agriculture Service, and of the grain trade. These teams study 
and report on market possibilities and requirements. If it appears 
that conditions are such as to justify a market development project, 
an office is opened and operations are begun. At the present 
time, Great Plains Wheat has an office in Lima, Peru serving all 
the wheat importing countreis in South America, excepting Ven- 
ezuela. Recently we have established a project in the Caribbean 
area comprising the countries of Central America, the Caribbean 
Islands and Venezuela. At present, the headquarters of this pro- 
ject are located in our Washington, D.C. office. An offige in Rot- 
terdam, Holland has been established to serve the rich, highly 
competitive market of Western Europe. In Asia, our activities are 
carried on jointly with Western Wheat Associates with offices in 
Tokyo, New Delhi, and Karachi. In addition to Japan, India, and 
Pakistan, projects are being carried on, or are contemplated, in 
Korea, The Philippines, Burma, Thailand, Malaya, and Ceylon. 
Once an office is opened, we stepupour studies of market require- 
ments employing grain trade specialists, cereal chemists, and 
other technicians for this purpose. 

An important market research project is the sampling pro- 
grams now being conducted in the four leading ports in Western 
Europe, in South America, and in India. Under this program, 
samples are taken from representative cargoes from the United 
States and the other principal exporting countries and are then 
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inspected and tested, not only on the basis of U.S. grades but of 
milling and baking qualities as well. The data thus secured will 
not only inform us as to the quality of U.S. exports but how they 
compare with those from other countries. These reports, when 
available, should help settle some longstanding controversies on 
this point. 

A good example of worthwhile marketing research is the sur- 
vey recently made in Colombia by Roy K. Durham, a cereal chemist 
for Great Plains Wheat, formerly with Pillsbury, and Edward F. 
Seeborg of the Foreign Agricultural Service. This survey, made 
at the request of the Minister of Agriculture in Columbia, was a 
comprehensive study of wheat supplies and consumption in that 
country with recommendations for improving the national diet 
by increased imports of wheat and flour. We feel that this report 
will be well received and carefully considered in Colombia. 

Storage problems in importing countries, particularly in South 
America and Asia, are the subject of research and study since 
the adequacy or inadequacy of storage facilities, both at ports and 
in the interior, are frequently a determining factor as far as 
ability to make the best use of imports is concerned. Mr. Terence 
McDonald, on our staff in the New Delhi office, is a well known 
Knasas miller and very familiar with problems involved in wheat 
storage. One of his principal activities since going to India has 
been in connection with storage matters. 

It would take a long time to describe our many activities both 
existing and projected in the field of education. One of the most 
interesting of these consists in bringing trade teams here from 
importing countries. During the calendar year 1959, trade teams 
from West Germany, The Netherlands, Belgium, Peru, and Pak- 
istan visited the Great Plains wheat growing area. The Pakistan 
team visited the Pacific Northwest also. These teams consisted 
in the main of millers, bakers, technicians, and government 
officials. They were selected by our regional offices working with 
Agricultural Attaches and interested organizations in the country 
concerned. While here, they visited storage facilities at the ports, 
at terminal markets, at country points and on the farm. They 
visited mills and bakeries, Boards of Trade and country mar- 
keting operations. They went out on farms and enjoyed the 
hospitality of farm people. Some of these trips were during 
harvest, and they saw this interesting operation as it is carried 
on in this country. They visited experiment stations and re- 
search activities. In Chicago they inspected the facilities of the 
Wheat Flour Institute and American Institute of Baking. In 
Washington time was spent at the great experiment station at 
Beltsville and in conference with officials of the Foreign Ag- 
ricultural Service. 
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This year we will have a larger number of trade teams. Two 
of them are in the country at this time. One is a millers team 
from Brazil. The other is from Switzerland. Two teams, one 
from the United Kingdom and one from Austria, have been here 
and gone. These teams will be followed by teams from Central 
America, Japan, and The Philippines. 

In addition to trade teams, our organizations have been host to 
many smaller groups as well as individuals interested in wheat 
who came to this country on their own, or as part of a group 
brought here by a U.S. government agency. Our experience with 
these teams and groups has been excellent. The friendly personal 
relationships established in this way have opened many doors to 
us in other countries. They have brought us in contact with many 
who can, and some who have already helped, expand wheat markets. 
Beyond that, they have brought to influential and important people 
in other countries a better understanding of America and its 
people. 

Inasmuch as our overall aim in market development is to in- 
crease world wheat consumption, a considerable part of our effort, 
particularly in the underdeveloped countries, is devoted to nuitri- 
tion education. In some of the Latin American countries, for 
example, there are excellent opportunities to increase per capita 
consumption through educational programs. In the countries now 
importing wheat, the main food of the population is cereals or 
other forms of starchy foods, such as roots. Almost everywhere 
there is a protein deficiency. The native food grain of these 
countries is corn, although considerable quantities of rice are 
consumed. Our studies with which I am sure nutritionists in these 
countries are in agreement, indicate that the cheapest and most 
effective way to add protein to the diet is through increased use 
of wheat products. Considerable nutrition education has already 
been carried on in Colombia through the Millers’ National Fed- 
eration and ICA. In other South American countries, we are work- 
ing with millers and bakers in an effort to improve their products, 
and thus expand consumption. Conditions are good for increased 
wheat consumption in most Latin American countries because 
the population is increasing in the cities where bread is available. 
It is much more difficult for people living in the rural areas to 
secure it. Among the mediums which are being used in the field 
of nutrition education are the press, radio and television. In some 
countries, we are circulating films showing the nutritive value 
of wheat and wheat products. 

In India we are assisting schools which train bakers to produce 
bread of a better quality. I have already mentioned Terence 
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McDonald, an American miller who is on the staff of our office in 
New Delhi. Mr. McDonald, in addition to his other duties, works 
with millers in helping them make the best use of American wheat. 

Japan probably furnishes the best example of what can be 
accomplished in the field of nutrition education. In that country, 
conditions have been particularly favorable because the Japanese 
government is interested in better nutrition. Japan has one of 
the finest school lunch programs in the world. At present about 
60 per cent of the school population is in the program, but the 
schedule calls for an increase of 15 per cent each year until all 
grade and high schools are included. Another successful example 
in the field of nutrition is the Japanese nutrition busses, 12 of 
them, which are sponsored by an organization known as the 
Japanese Nutrition Association and the cost of which is very 
largely paid by Western Wheat Associates and the American 
Soybean Association. These busses, each carrying three home 
demonstration agents, go into every village in Japan. The results 
of all this nutritional activity are shown by the fact that before 
World War II, the per capita consumption of wheat in Japan was 
30 pounds, while at present in urban areas it has increased to over 
90 pounds. While rice is still the primary food in Japan, especially 
in the rural areas the average per capita consumption has de- 
clined from 330 pounds before the war to 264 pounds. It is our 
hope and expectation to expand nutrition education programs in all 
areas where they are needed. We are undertaking a number of 
projects in that line in South America at the present time. 

Another example of our educational program is the effort to 
teach foreign buyers, particularly in the dollar countries, to 
familiarize themselves with our wheat grades and to learn how 
to order the kind of wheat they want by specifications, just as 
millers in this country now procure it. More and more wheat is 
being sold throughout the world on the basis of milling and baking 
qualities, rather than government grades which reflect milling 
and baking value to only a minor extent. In our efforts to carry 
out additional programs along these lines, we have sent cereal 
chemists to some of the countries in which we are working. We 
have sent Henning Vontillius, a man of many years’ experience 
in the export grain trade in the United States, and a European by 
birth, to work in Europe particularly with millers, informing 
them as to how they can order wheat from this country on the 
basis of its milling and baking qualities. 

Let me dwell just a moment on what we are doing in the field 
of promotion, some of which overlaps our educational program. 
Among other things, we have prepared several brochures and 


a 


110 DYNAMIC MARKETING FOR A CHANGING WORLD 


publications concerning U. S. wheat, some of which have been or 
are being translated into foreign languages. We have been using 
a motion picture prepared by Millers’ National Federation, en- 
titled ‘‘Wheat Foods Around the World’’ with excellent results. 
The script has been translated into a number of foreign languages, 
the latest being Arabic for use in Egypt, now an important mar- 
ket for U.S. wheat and flour. 

Participation in trade fairs is another promotion activity which 
we have found most valuable. We do not attempt to participate in 
a large number of fairs but select those where we think we can 
receive the greatest benefit as far as increasing the consumption 
of U.S. wheat is concerned. This year we contemplate participation 
in two fairs in Europe, both coming early in the fall, one at 
London and one at Munich, Germany. Here in this country we have 
little idea of the value and importance of trade fairs in other parts 
of the world. Some of them have been in existence for hundreds 
of years and all of them furnish an accepted and recognized meet- 
ing place for buyers and sellers, as I am sure many of you know, 

May I, in closing, briefly summarize the points which I have 
attempted to put forward for your consideration. Surpluses con- 
stitute our most important agricultural problem—yet surpluses 
are not necessarily bad. Marketing cannot entirely answer surplus 
problems. We might have prevented some of our most serious 
surplus if we have devoted as much attention to marketing as we 
have to production in recent years. We can do something about 
marketing, and this is a good time to doit. We know from ex- 
perience that people can and do change spending habits. In the 
next few years, the people of this country will have more spending 
power than ever before. Population will increase materially. 
The question is, can agricultural producers and distributors 
interest consumers in food and other agricultural products? The 
opportunity is there. 

Good gains but no spectacular results can be expected in the 
domestic field. That must come in the export market world. Pop- 
ulation increases and special export programs afford opportunities 
there. P.L. 480 was designed not only to move surpluses, but to 
build up permanent markets as well. Commodity groups of many 
kinds, consisting of both producers and distributors, are working 
successfully in market development projects with Foreign Ag- 
ricultural Service. 

There are obstacles, such as sharp competition from other 
countries—the fact that the United States has not been export 
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minded—that transportation rates and facilities are a handicap— 
that world trade barriers are formidable. But these obstacles 
can be neutralized if not removed. Our greatest mistake is in 
starting too late. 


Ronald Kennedy* 


HE wheat growers in my view are a tremendous potential for 

the very reason Mr. Hope mentioned, i.e. growers dollars; 
this represents a truly significant development in agricultural 
marketing. We are seeing it, of course, in many fields and we 
share Cliff’s optimism about it! 

The Millers Federation, in our own industry, has helped co- 
operate in many ways. We really face some rather tough questions 
and problems concerning wheat. We are all in the same boat. I 
happen to be optimistic for dollar markets for the growers who 
are going after the domestic market, where there is such an 
intense competition for the discretionary spending dollar. 

Wheat has a tremendous marketing problem to try to dis-as- 
sociate itself from being equated with an austerity diet and low 
income—a ‘‘coolie type’’ of diet. Wheat has to get in and create 
a positive image of wheat proteins being nutritious and pretty 
desirable. 

The ground work I want to lay here is on the matter of se- 
mantics, especially for the benefit of those who have not been 
following wheat or agricultural marketing closely. ‘‘*‘Marketing’’ 
is not used here in a conventional sense. Perhaps we have to 
think of wheat in the light of Marion Harper’s remarks at the 
noon luncheon. We have, along with other considerations, the 
question as to the use of wheat as an instrument to achieve a 
social end. Maybe it is going to be termed a humanistic end. 

In the conventional use of the term ‘‘marketing’’, we talk about 
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the right item, at the right place, at the right time and at the 
right price. In the wheat situation, we have completely mixed 
political and economic thinking. To illustrate: Every bushel of 
wheat exported has had a very substantial subsidy directly at- 
tached to it in addition to whatever other kinds of price support 
the grains have had. I think today the hard winter subsidy rate 
is 39 cents. That is about as low as it has been since World 
War II. Mr. Hope very properly emphasized the role of govern- 
ment in his remarks; the role of governments not only here, but 
around the world. 

I believe genuine marketing research takes place under con- 
ditions of free and open competition; this really gets research 
going. Of course, we don’t have this in wheat. Perhaps marketing 
has been neglected more because of these government roadblocks, 
which Mr. Hope has properly referred to, than for any other 
reason. 

It is not commercial decisions we are talking about. Every 
step of the way, every inch, there is a political decision involved. 
What is our government going to do. What are governments going 
to do abroad. It is a universal condition. Mr. Hope compared 
our problem with that of Canada. In Canada, of course, they have 
developed under a different kind of political setup, and have priced 
the wheat to the growers on an export basis. Thus the two are 
not quite comparable. 

When we talk about pricing wheat, and are looking for very 
large markets, imagine, for example, if wheat were priced in 
competition with other feed grains. Maybe quite a lot could be 
marketed through animal consumption. But this would be hard on 
the corn farmers. This illustrates the difficult caused by the 
political decisions that underlie all of this. 

Our wheat marketing question inevitably gets back to the ag- 
ricultural policy question. Should we consciously, and as a part 
of our national policy, continue political incentive toward pro- 
duction of unneeded wheat as an instrument for use not in a con- 
ventional marketing sense, but to pursue some kind of social 
goal? 
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J. S. Russell* 


think I would agree with Ron Kennedy in paying tribute to the 

tremendous job that the wheat growers are doing, and the soy- 
bean producers should be included in that, in setting the pace for 
market development abroad. 

Mr. Hope made some reference to Public Lay 480, which, I 
think you know, is that provision by which a local concern receives 
rupies in India, or pesos in Mexico and yen in Japan. These are 
accepted in payment of the sale of farm surpluses over and above 
the regular import. But obviously, what Mr. Hope and his as- 
sociates are really aiming at is developing the market for dollars. 

Ron riased the question as to whether we were justified in 
subsidizing wheat production domestically. I might raise the 
question, and I will throw it back to Mr. Hope, and he will have an 
opportunity to say something about that at the proper time. To 
what extent are we justified in raising wheat for export at a sub- 
sidy and how well are we meeting our commitments? I too was 
very much impressed with Marion Harper’s talk in the keynote 
luncheon about our commitments and responsibilities to help 
underdeveloped countries. I think I am not mistaken if I include 
aid through our dollars and economic development, through our 
food and particularly through technical assistance and know-how. 

I just can’t believe that we are going to continue indefinitely 
to solve our agricultural problems through indefinitely pouring 
out subsidized wheat or any other subsidized product. I would 
like to argue a little bit with Cliff Hope. Wheat is not the only 
problem. We do have some other immediate problems. It (Wheat) 
provides an excellent example for discussion. Again, Mr. Harper 
made mention of the desirability, and I certainly want to endorse 
that 100 per cent, of maintaining relationships with such countries 
as India that will keep them committed to the democracies of the 
West. 

In India, we are going to have to help develop their ability to 
produce their own food through industrialization. It depends on 
acceptance of technical know-how. We perhaps should export 
many more county agents and extension people, specialists in 
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various fields, to some of those countries. Certainly, they can 
use the wheat. You can improve their nutrition. You can help 
them. But, after a certain period, aren’t we going to come to 
the point where we are going to turn their own business over to 
them to produce their own food and feed themselves? That may 
mean dollar investments. It may mean more irrigation, more 
fertilizer and certainly a lot more technical know-how. 

But, that is only part of it. I do believe in the market develop- 
ment program as Mr. Hope has outlined; in the improvement of 
nutrition; and, in the improvement of quality to fit the market. 
These moves can increase the demands for a number of the 
agricultural items, both at home and abroad. For instance, I 
think we have to be in a position (this again gets into policy outside 
of agriculture) to accept some of the products of these other 
countries if we are going to sell them our products. 

The disheartening thing is that which Ron mentioned, that in 
spite of the tremendous progress being made in market develop- 
ment, in providing these markets, and by actual sales abroad, is 
the fact that we are still producing more than we can either use or 
apparently can sell. As we discussed at lunch, it is like the frog 
trying to get out of the tin can. He jumped one jump up and he 
fell back two jumps. That is the reason why it is a little hard to 
see where market development alone is going to solve the problems 
of wheat. As far as some of the other products are concerned, 
maybe it is diverting some of this. Wehave some market develop- 
ment at home which already has been mentioned. The dairy 
industry has done quite a job of promotion and development of 
their dairy products based on quality. 

The market might develop in countries such as England and 
Italy where there is an interest in the production of broilers. 
Hence we have some problems before us here. It is better for 
us to ship wheat or feed grains, if wheat is going to be based in 
some instances on competition with grains for feed with other 
countries to raise their own broilers, or do we raise the broilers 
and ship them as frozen poultry? Also, soybean oil has pretty 
much displaced lard to a large extent. Traditionally lard was one 
of our best shipments overseas to Germany, but they have changed 
to a very great extent to soybean oil. 

I think there is opportunity for market development. I want to 
broaden the field a little bit and point out that wheat is a terrific 
problem but we are making progress. I cite the difficulty of our 
problem because it is one of those things over which we have 
no control, but where development in a number of areas can con- 
tribute. 
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Donald A. Stevens* 


HE subject of this conference was: Can marketing help solve 

our agricultural problems? My discussion will be oriented 
primarily toward wheat which is one of our major agricultural 
problems. Can marketing or market development help solve 
market problems. Yes, positively, yes, provided we go about it 
in the right manner. I think we should first distinguish between 
marketing, market development, and selling. 

I think we have done a good selling job of agricultural products 
in United States and abroad, but we have not had market develop- 
ment. 1 would like to say that I think our market potential is 
enormous. I would like to say that I don’t believe we have sur- 
luses at all. We have a lack of cash customers. 

Since 1935, the world population has increased from 2.13 
billion people to 3 billion people, an increase of 41 per cent in 
25 years. I think most everyone will agree that the cheapest 
means of feeding people, and the cheapest and most economical 
means of increasing nutrition, is through cereal grains. In these 
same 25 years the production of cereal grains in the entire world 
has increased only 28 per cent. 

Actually, we have less food per capita throughout the world 
now than we had 20 years ago. This is worth thinking about. The 
problem is how to distribute it and how to sell it for cash. Iam 
in favor of giving it away by means of give away programs. But, I 
cite to you countries, such as Nigeria that are just awakening. Ni- 
geria has tremendous potential as far as their natural resources 
are concerned, They are just becoming nationalistic. They are 
just beginning to industrialize. For example: 10 years ago the 
total flour imports to Nigeria were 100,000 sacks per year. No 
wheat is grown there. Their total consumption of flour was 
100,000 sacks a year. Today it is a million sacks. Their standard 
of living is rising; their natural resources are being developed; 
and I feel certain that five years from today they will consume five 
or ten million sacks. 

There are 35 million people in this country, and as their 
standard of living improves there is no end to the demand for 
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nutritious food. I believe new organizations such as those headed 
by Cliff Hope with these new found funds can do a good job in 
market development. By that I do not mean selling. I think they 
should go to the countries to persuade the governments to rec- 
ognize the value of nutrition; the high value and low cost of cereal 
grains; and, to persuade the governments to remove existing trade 
barriers on wheat. I think they should work with our own govern- 
ment in preaching the gospel that you don’t have much Com- 
munism when you have full bellies. 

There is another thing they should remember. They should 
not confuse market development with selling. I certainly feel 
that a good selling job has been done by the grain trade. But it 
can even better with more market development. 

I would like to revert to population. I cited the fact our pop- 
ulation is up from 2.13 to 3 billion people in 20 years. The pop- 
ulation of the world is increasing at almost 3 per cent per year. 
How many of you realize that at the rate of 3 per cent per year, 
we double the population in 20 years. Think of it. In the years to 
come, we will have to produce a lot of food if we are going to 
support these populations. 


J. Cameron Thomson* 


Y first question is whether this is truly a marketing problem 

at all. My second question is whether this is a temporary or 

a permanent situation. I understood Mr. Hope to say the problem 

was probably more temporary than permanent arising out of 
agricultural policy which has produced enormous surpluses. 

I have been impressed through the years with the desire that 
exists around the world for countries to produce their own food. 
It seems to me this is a basic philosophy; if a country can, it must 
raise its own food. 

I think we must also take into account that in agriculture a 
country is governed by the choices it has. The countries that can 
produce wheat are countries that, to a large extent, are limited 
in choices. The wheat exporting countries are Canada, Russia, 
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Argentina and Australia, and, to a large extent, they are countries 
that are in the outer belts and do not have the choices. We there- 
fore are competing with the wheat raising countries when we try 
to export wheat. 

I think we must see the issue from the standpoint of basic 
economics. It is questionable program for the United States with 
its high labor costs and high standard of living, to try to make its 
way on the basis of competition with these other countries who 
feel it is essential to raise their own food, think in terms of their 
own national safety and exchange rates, and who do not have al- 
ternatives in agriculture. Furthermore, we don’t have any idea 
of cost of this thing. I don’t think we have costs on the whole 
question of subsidizing agriculture thus far. In wheat, I don’t 
think you have any costs to tell you what the price of this program 
is. It is pretty hard toworkit out probably, but if it is a temporary 
program, merely a part of the whole agricultural subsidizing 
program, then perhaps we are not warranted in charging the en- 
tire cost to today’s wheat efforts. 

If it is a permanent program, then, you have got to make it 
broadly economic and attempt to solve the question of exchange. 
The illustration I can use is the old one about the Chinese. If 
every Chinaman bought only one new shirt a year, we need never 
have a textile surplus. But we have not yet found a way to utilize 
Chinese labor so they can buy our products. If you are thinking 
in terms of economics, you ought to think about building an ex- 
panding trade program and helping these underdeveloped nations 
so they can produce trade program and helping these under- 
developed nations so they can produce the things we can use, and 
so they can buy the things we have for them. 

I think, if there is a thing that we are weak in today, in all this 
discussion, it is that we have not paid enough attention to how we 
can help other people to sell their labor by buying from them the 
things that are natural for them to produce, and selling to them 
the things that we can do better than they can probably do. 

I think this is the problem we ought to face up to. We can’t 
consider this as any temporary situation because the basic under- 
lying economic, political, social question throughout the world 
today is whether government or private initiative is going to 
solve these problems. How far are we going to use government 
in an attempt to guarantee things? 

When we started out to try to guarantee farmers an income, 
this resulted, for example, in subsidizing the South instead of 
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finding the kinds of jobs those persons could do. The South 
didn’t face up to the economics. It wanted subsidy in dollars, 
and got it in the way of subsidized agriculture. That is the 
political equation. The answer ought to be to return to every 
program of this kind and say: Can this be done on a normal, 
sound, natural exchange basis. If it can, let’s work back to that 
as fast as we can. 
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11. APPLICATION OF BEHAVIORAL 
SCIENCES IN THE FARM MARKET 


H. Joseph Hull, Jr.* 


L the last fifteen years of marketing there have been some 
highly significant changes in moving merchandise from manu- 
facturer to consumer. In that time selling has become marketing. 
Advertising, distribution, and promotion have become the market- 
ing mix. The sales manager of yesterday is now the marketing 
director. Advertising agencies are no longer specialists in copy 
and layout but instead are specialists in marketing. Today, fi- 
nance and sales, engineering, purchasing, and manufacturing are 
integrated into a concept called total marketing. Corporations no 
longer have a sales program any more, instead they have a mar- 
keting plan. The terminolody is new, but the substance is just 
the same as it ever was. New terminology, new streamlined 
organization of ideas and materials, but the basic ingredients 
are still the same. It is the organization and application of the 
ingredients that is different, and so it is with this new tool of 
marketing called motivational research. 

Motivational research is probably the outgrowth of what was 
once called sales psychology. Under its new label, motivational 
research has been maligned, distorted scoffed at, praised, honored, 
condemned, threatened, and talked about by more marketing people 
than any other subject with the possible exception of baseball. And 
like baseball, with motivational research it is possible to hit a 
home run or strike out. To apply motivational research to the 
farm market, it is necessary to have some understanding of both. 

The farm market is a market made up of farmers who are es- 
sentially people. And because they are people they are subject to 
the influences of their environment. A great many of the influences 
are similar to their urban brethren. They sleep, go to church, go 
to the movies, listen to radios and look at television. They drive 
cars, own refrigerators and stoves, subscribe to magazines, read 
billboards, their children go to school and many of them to col- 
lege. They buy their clothing at stores, and are concerned about 
the breakup of the Summit meeting. 


*H. Joseph Hull, Jr., Advertising Manager, New Holland Machine Company. 
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Like everybody else, they are people. But like all other mar- 
kets they have some distinctive differences. The first difference 
is that they own and operate farms. That, in itself, is a physical 
characteristics that differentiates them from all other classes of 
beings. According to Dr. Ernst Dichter, the environment of a 
farm predetermines a difference in attitude and outlook. In other 
words, the personality of the farmer has distinctive differences. 

If we turn the pages of history back a hundred years or more, 
we find ourselves a nation of craftsmen, The bootmakers, the mill- 
wright, the ironmonger, the sailmaker, the tailor, and the farmer 
were the core of our economic life. Today, suits and shoes, ships 
and machines, are made by complex organizations of men and 
machines in production and assembly lines. Industrialization has 
taken over the crafts. With one exception. The farmer. Dr. Al- 
bert Sheppard of Motivation Dynamics, Inc., adds some more to 
the characterization of the farm market. Because of economic, 
social, and natural pressures, farmers feel that they are kind of 
step-children in the American family. That they are subject to 
arbitrary, anonymous, impersonal, giant forces that are pushing 
them around and that they have an increased desire and need to re- 
assert individual independence. He elaborates by saying one of the 
unique factors operating among farmers to a greater extent than 
other sections of the population, is their feeling that they are under 
the pressure of forces beyond their control. That they are being 
squeezed between the rising prices of things they buy, and the 
falling prices and shifting demands for the things they produce. 
These feelings are intensified by the shadow handing over their 
heads of the number of farmers in most communities who are 
forced off their farms. These tendencies result in an intensifi- 
cation of his feeling that the world is divided into ‘‘his big city 
enemies,’’ and his allies. In all his relations, he tends to seek 
for clues whether the people who are talking to him are inter- 
ested in his needs, understand his problems, talk his language. 
While these motivating forces are present among many segments 
of the population, experience suggests that they are more sharply 
present among farmers. Some recent work on Presidential Elec- 
tion Campaign Strategy further reinforces the existence of these 
feelings among farmers. 

John Kellogg, Executive Vice President of Forbes Marketing 
Research, Inc., adds some more to the picture of the farmer. He 
and his staff reaffirm the fact that the farmer is an individualist. 
He is slower to accept radical departure in the operation of his 
farm. He believes the public is unaware of his important contri- 
butions to society and he resents the public’s picture of him as a 
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straw-hatted, low-grade laborer. Actually, the farmer is consid- 
erably more science oriented than his big city neighbors. While 
the farmer lives a more isolated existence than his urban friends, 
modern communications and transportation systems are fast cut- 
ting his isolation to a minimum. In a recent study completed by 
the Foundation for Research on Human Behavior, they established 
the rate for the adoption of new practices and products and the 
series of steps and influences that govern the adoption. From t&is 
study it can be readily ascertained that while some broad general- 
ization can be made of the farm market, farmers are not a contin- 
uous mathematical substance, but vary as much among themselves 
as any other segment of the population. The type of farm, the 
economic level, the location, and all the other variable forces at 
play create major differences in farmers’ individual personalities. 

These are just a few general impressions of this market glean- 
ed from hundreds of pages of motivational research data and 
reports made for us and other companies by recognized experts in 
the field of motivational research. While it is important to know 
the income levels, acreages, and the other nose-count statistics 
about the farm market, it is also important to know the personality 
patterns of those who make up the farm market. 

Examples of motivational research in agriculture are hard to 
come by. In other industries they are legion. The National Airline 
who found that their customers were not afraid to die but felt 
guilty of leaving their family behind. So they installed insurance 
machines in the airline’s waiting rooms. The company that found 
that soap chips in a yellow box made the laundry yellow and ina 
blue box made it blue. The liquor manufacturer that found they 
could get more sales and higher price merely by changing the 
design of the label. But let’s look at a case history in the farm 
market. 

A leading corporation manufacturing a product for the farm 
market invested in a motivational research study. Thecorporation 
believed from some of the signs that are all too readily apparent 
that their advertising and promotional methods were not hitting 
the mark. The completed study reaffirmed this. And pointed out 
in essence that the advertising was talking down to the farmer. 
Which the farmer resented. It is apparent that anyone with a grain 
of common sense knows that a good way to lose a sale is to talk 
down the customer. And that no one needs motivational research 
to explain something so obvious. The point is that it wasn’t ob- 
vious. It only became obvious when the spotlight of research was 
focused on it. 

Motivational research seems to have the facility of illuminating 
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things. Illuminating relationships so that the true proportions can 
be more nearly evaluated. Naturally, it doesn’t take much man- 
agement decision to change copy and approach when faced with 
such an obvious mistake as talking down to the customer. But the 
application is still management decision. The study did not write 
the advertising copy or determine the theme. But gave insight into 
a problem to help management make a decision, 

But let’s look a little deeper. What is this thing called moti- 
vational research. Motivational research as applied to marketing 
is based on the theory that customers donot necessarily select and 
buy merchandise on the basis of pure logic. How many people, for 
example, have applied logic to the purchase of the motor car they 
drive. Do they know the way the cam shaft is balanced, the type 
valve, bearings, the design of the gears, the electrical system, the 
carburetion system. Very few can honestly tell what the horse- 
power of a car is, let alone the logical mechanical knowledge that 
should be taken into consideration. The average person can’t tell 
the real reason he bought it. But the Dichters, the Kelloggs, and 
the Sheppards can. All the motivational research experts seem 
to agree the farmer is no different. He is just as illogical in his 
buying decisions as any other segment of the public. The farmers 
drives are more emotional than logical. 

Actually, a product is not only aproductit is a symbol of some- 
thing to the buyer. The product can fill as many psychic and emo- 
tional needs as physical. The purchasing pattern and habits of an 
individual are the result of desires, expections, conflicts, guilt 
feelings, and dozens of other instilled emotions that have worked 
on him since his birth. Through depth interviews the motivational 
research study tries to code and classify some of these psycho- 
logical forces so that the seller can better understand his custom- 
er. 

Besides being a tool for measuring effectiveness, motivational 
research is probably one of the most creative tools in existence. 
By examining the farmers needs, impulses and urges, his drives 
and desires, the things that influence him, stimulate him, and the 
things that don’t, it is possible to develop complete new marketing 
concepts. And this must be done periodically because the farmer, 
like other people, is far from a static quantity. Right now, at this 
minute, the farmer is going through a metamorphosis. The farm 
is taking on more and more the aspects of a factory. The farmer 
is thinking more and more of production line methods and ma- 
terials handling systems. Because of his tremendous investment 
in machinery, he is starting to think in terms of capital invest- 
ment, amortization, and returns on capital employed. The last 
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craftsman is being integrated into our production society. Agri- 
cultural marketing in the future might no longer be consumer 
marketing but become industrial marketing. And as the farms 
change so will the farmer. New and different influences will 
change his attitudes, his desires, his beliefs. And the agricul- 
tural products industry will operate under a complete new set of 
ground rules in approach to marketing. 

Motivational research can be applied to many areas of agri- 
cultural marketing. Perhaps one of the newest areas is in the 
field of product development. Through the proper use of moti- 
vational research, it is possible to evaluate design preferences, 
product needs, and comparisons. But from experience a moti- 
vational research program should not be expected to come up with 
the design of some new startling, earth-shaking new product that 
will revolutionalize the agricultural industry. That seems still to 
be the exclusive franchise of the inventor. And no amount of moti- 
vational research will replace him. A help to the inventor, yes. 
But a substitute for him, never. 

Motivational research can give insight on methods of communi- 
cation to farmers, on farmers likes and dislikes in color, shape, 
and size. One of New Holland’s first motivational research proj- 
ects was on color. It was through this first study that it was 
decided to paint equipment two colors. I believe New Holland was 
the first major farm equipment manufacturer to do this. Today 
two-tone color schemes are the rule in farm equipment rather 
than the exception. 

Another new area for the application for motivational research 
is in sales training. The same research results that determine 
advertising and public relations can be used to train salesmen. 
And this is true of servicemen, credit men, or any other person in 
a company who contacts the buyer. 

Perhaps there is one warning that should be sounded about the 
use of motivational research. It is the fact that motivational re- 
search is not absolute. It is easily possible to research and find 
the number of silos in a specific county in a specific state. But it 
is virtually impossible to count specific attitudes of specific in- 
dividuals. Attitudes, beliefs, and desires are by their nature 
complex. And not only complex, they vary in degree so that moti- 
vational research, like marketing itself, is subject to interpre- 
tation. 

Another area to apply motivational research is in attitudes of 
farmers, dealers and distributors toward the company. Company 
image as against product image. And the way one supplements 
the other. 

These are general areas well worth probing to any marketer. 


124 DYNAMIC MARKETING FOR A CHANGING WORLD 


Besides the many specific smaller areas. It should be considered 
by anyone contemplating the use of motivational research to start 
with a btoad study rather than a narrow one. Whether a farmer 
is influenced to purchase a tractor by his county agent or his 
neighbor is not as important as an understanding of all the forces 
that influence his purchasing. And motivational research can go 
a long way in giving that understanding. 

Be assured that motivational research in one form or another 
is here to stay. Agricultural business managements are more 
and more concerned with marketing investments. They want 
specific yardsticks they can use to determine the effectiveness of 
the marketing dollars they spend. Motivational research is one of 
the solutions. Just as a psychologist measures the Intelligence 
Quotient of an individual, the motivational researcher can measure 
the Customer Acceptance Quotient of your market. 

While we all know the cash register is the final measuring 
device, we in agricultural marketing can be sure that as farmers 
get caught more and more in the cost price squeeze, our market- 
ing investments must be used more efficiently. And to do this we 
must measure the effectiveness of our marketing before the fact 
rather than after. While there is yet no absolute way to do this, 
motivational research is a big step down the right road. 
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12. REACHING THE FARM MARKET 
IN THE 1960’°S: A COMMENTARY 
ON CHANNELS OF DISTRIBUTION 


Burton F. Bowman* 


ORE than three generations ago a distinguished American 
philosopher made the following observations on trend pro- 
jections: 


‘In the space of 176 years the lower Mississippi has 
shortened itself 242 miles. This is an average ofa 
trifle over 1-1/3 miles per year. Therefore any calm 
person who is not blind or idiotic can see that in the old 
Oolitic Silurian Period, just a million years ago next 
November, the lower Mississippi River was upward of 
1,350,000 miles long, and stuck out over the Gulf of 
Mexico like a fishing rod. Now by the same token any 
person can see that 742 years from now the Lower Mis- 
sissippi will be only 1-3/4 miles long and Cairo and 
New Orleans will have joined their streets together, and 
be plodding comfortably along under a single mayor and a 
mutual board of alderman. There is something fascinating 
about science. One gets such wholesale returns of con- 
jecture out of such a trifling investment of fact.’’ 


As you probably have already gathered, the distinguished Ameri- 
can philosopher we have just quoted was Mark Twain. His skepti- 
cism should be a reminder that the remarks we are going to make 
are only one man’s ideas on some of the probable influences which 
will affect farm-supply channels of distribution in the 1960’s. 

In order to get some perspective on the problem of how to 
reach the farm market most effectively in the 1960’s, we must 
first look at a few fundamentals. In our organization, The Agri- 
cultural Division of the American Cyanamid Company, we say that 
our business is the creation and fulfilling of product user needs 


*Burton F. Bowman, Director of Mafketing, Agricultural Division, American 
Cyanamid Company. 
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and desires at a profit. Efficient channels of distribution help us 
accomplish this objective. Since in most cases the product user 
whom we serve is the farmer, it follows that developments that 
change the nature and economics of the business of farming will 
influence the channels of distribution through which we get our 
goods into use bythe farmer. Hereare some examples of develop- 
ments which are changing the nature and economics of farming. 

During the 1960’s we can expect about 3/4 of a million farms 
to go out of business. This loss does not include another 400,000 
farms which will be reclassified in the 1960 census as non-farm 
property. You will remember that in the Census of Agriculture of 
1954 it was found that the 12 per cent of farms producing 
$10,000.00 or more sales per year accounted for about 58 per cent 
of total farm products sold. When the Census of Agriculture now 
in preparation is released we will no doubt find that the $10,000.00 
and over class of farm will account for an even larger share of 
total farm products sold. Farm Population will go down about 20 
per cent by 1970 and labor employed in farming will probably drop 
at about the same rate in terms of man hours. However, it is 
probable that the number of farm workers will not drop quite as 
rapidly as the hours worked and the difference will be made up 
in leisure time. Average farm size will increase about 25 per 
cent so that in 1970 the average number of acres per farm will be 
about 320. The great acreage gains of course will be made in the 
farms in the $10,000.00 and over classes. So we can expect sub- 
stantially fewer farms, not necessarily a bad development but it 
will happen. 

Another important influence on agriculture in the 1960’s will be 
vertical integration. The 1950’s saw marked increases in ver- 
tical integration. Virtually all broilers are produced today under 
some form of integration and probably 90 per cent of all vegetables 
for processing are produced under integration. There has also 
been heavy penetration into turkeys, citrus fruits, sugar beets, 
fresh fruits and nuts and we can look forward to increased pene- 
tration into beef and dairy cattle and swine, although we are un- 
able to predict the extent or timetable. Integration tends to ac- 
celerate specialization of output, reduce the number of farms and 
to increase their size. Integration takes various forms in various 
agricultural industries but one common result can usually be ex- 
pected, that is, the grower probably gives up a part of his decision 
-making prerogative and accepts guidance from the integrator on 
what to buy, where to buy it, how to use it and when. 

Specialization is still another factor that is changing the agri- 
cultural scene. Specialization by geographical regions and by in- 
dividual producers will continue to develop during the 1960’s. 
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Cotton will continue to shift to the west. Cattle and other livestock 
will probably become more important in the southeast and citrus 
fruits will tend to shift to south Texas and Florida. If certain 
changes are made in state and local milk regulations, we might 
expect to see less milk production in the fringes of the urban 
areas and more in the specialized dairy areas. 

More and more of the farmers needs will be filled with ma- 
terials obtained from off the farm sources. Chemical fertilizers, 
pesticides, formula feeds and other non-farm goods and services 
will achieve wider usage. Greater use will be made of farm ma- 
chinery but we believe that tomorrow’s larger-sized farms will 
make better use of individual farm machines and this might tend 
to hold back the demand for some types of machinery. 

The trends toward specialization, integration, mechanization, 
and larger size farms are going to place heavy working capital 
demands on the farmer. However, if the prices received by 
farmers continue to rise at a slower rate than production costs, 
his net income will be squeezed. We therefore believe that the 
farmer will become increasingly selective in the goods and serv- 
ices he buys. 

Just how far could the trends toward larger sized farms and 
specialization develop? Recently we saw some calculations which 
showed that 50,000 poultry farms having 5,000 birds each laying 
an average of 200 eggs per bird per year could supply all the 
eggs our people use annually. 50,000 dairy farms having 400 
cows could furnish all of our milk. 60,000 hog farms having 100 
breeding sows each and producing two litters per year with 8 to 
the litter could fill our national requirements of 96,000,000 hogs 
annually. 30,000 farms raising broiler chickens having a capacity 
of 40,000 birds each and raising 5 batches per year would supply 
6 billion birds per year or about 1/3 more than we now consume. 
50,000 beef cattle farms having 2,000 head per farm could provide 
us with 100,000,000 beef animals which is about what we now have. 
Since comparatively few farms could supply.all of our animal and 
crop needs, it might appear that the day is coming when the 
farmer will deal directly with the manufacturer. This sounds 
logical enough but, in our opinion, except in a few cases, such a 
situation does not appear to be in the cards for the 1960’s. 

Let’s consider some of the services that middlemen, both re- 
tailers and wholesalers, offer manufacturers and farmers. Whole- 
salers and retailers determine an area’s demand for a product. 
I realize that at times we do have misgivings about the accuracy 
of their demand predictions but nevertheless this is one of their 
services. They place advance orders, often in carload lots, which 
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make possible economical factory runs. They usually pay their 
bills promptly, and they store the goods so that they will be readily 
available when and where they are needed. They provide a merch- 
andising service including price quoting, and they give the custom- 
er instructions on how to use products. The middleman’s sales 
force is frequently in contact with the customer, and the quality of 
salesmanship here is extremely important. And wholesalers and 
retailers take large shipments with resulting reductions in the 
cost of packing, billing, shipping, accounting and credit classifi- 
cation. I think one point worth dwelling on is the importance of 
their work in credit classification and extending credit. I think 
you would only have to ask your own credit department to find 
just how big a job it would be to provide credit service for thou- 
sands of small accounts. 

Going back to the figures we quoted a few minutes ago on 
feeding our population, how would you as a manufacturer like to 
sell directly to 50,000 poultry farms, 50,000 dairy farms, 60,000 
hog farms, 30,000 broiler raising farms, and 50,000 beef cattle 
farms? It would be a fantastic job and to this you would have to 
add many thousands of crop raising farms as well. This doesn’t 
even consider the problems of warehouse stocking points and in- 
ventories. Certainly, we can expect some tightening up of distri- 
bution channels in the next few years, but middlemen will still 
have a useful function. Farm supply outlets, like farms, will tend 
to become less numerous and of a larger average size. They will 
specialize, not as purveyors of individual kinds of supplies, but as 
purveyors of well-rounded lines of merchandise, serving the 
specialized agricultural industries of their regions. In regions 
which will have diversified agriculture, the farm supply stores will 
be very diversified. Where these outlets serve integrated agri- 
cultural industries they will tend to become part of the integration 
complex. We can’t predict accurately what will be the strongest 
factor tending toward integration in eggs, swine and beef, but in 
the broiler industry, it often has been the credit extended or ar- 
ranged by suppliers which has done the trick. 

Many changes have taken place over the past two decades in 
the manner in which agricultural supplies and equipment are dis- 
tributed to the farmer. If we trace back over the major changes 
we will see that the changes in methods of distribution have been 
fostered by developments that had changed the nature and eco-~ 
nomics of the business of farming. How then can we systemati- 
cally go about adapting our distribution systems to cope with the 
changing demands of the 1960’s? In our opinion, the best overall 
approach to this problem is through the total marketing concept. 
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Simply stated, the total marketing concept involves first the view- 
ing of your objective as a manufacturer as the creation and ful- 
filling of product user needs and desires ata profit. All of your 
company’s departments and functions are then geared to accom- 
plishing this ojective. This is another way of saying that a manu- 
facturing business should be consumer oriented. By following this 
approach, one can adapt to the changes that the 1960’s will bring. 
Today, however, we will chop out and examine three specific 
tools, the use of which will shed light on the distribution channel 
problems which we can expect to encounter durng the next ten 
years. 

First, I suggest that individual manufacturers set up continuing 
studies to keep them informed on the development of basic agri- 
cultural economic influences which affect their particular busi- 
nesses. You will note that I suggest continuing studies since long- 
term projections, as Mark Twain pointed out, can go completely 
astray. The second tool I would suggest is distribution marketing 
research, and the third is a system of distribution expense-control 
analysis. 

Shifts are constantly taking place in distribution patterns. As 
long as we become aware of such trends as they develop, we can 
adapt ourselves to them. However, when we remain blind to 
gradual changes, we may one day wake up to find that our distri- 
bution pattern is so far out of line and our market position so badly 
damaged that we can never fully recover. Here is a case in point. 
In one of our product classes we subscribe to a continuing audit 
measuring retail movement by store types. This ismuch the same 
type of audit employed by those of youwho market products through 
food and drug stores. Since the end of 1958 one class of outlet 
lost 4 per cent of the total market, another lost 3 per cent and 
still another lost 2 per cent. This equals a total loss of about 9 
per cent and all of this volume was picked up by another single 
outlet class. It took us one year of careful watching to determine 
these changes, but think of what changes could have accumulated if 
we did not become aware of them until the end of 3 or 4 years. By 
that time what was really only an evolution would have looked like 
a revolution. The retail store audit which we used to make this 
analysis represents only one form of distribution research, An- 
other valuable technique is the use of product-user panels. Sur- 
veys among representative farmer panels can be made by tele- 
phone, by mail or in person. They are expensive but they provide 
valuable guidance for product development and, more pertinent to 
this discussion, they tell us where the user is buying his supplies 
and why. 

Consumer goods manufacturers have been making distribution 
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marketing research for many years. However, in the farm supply 
field, such research rarely has been used. One reason for the 
agricultural-supply industry’s lagging behind is the complexity of 
the agricultural scene. Agricultural-supply marketing offers some 
of the most complicated marketing problems in existence and it 
follows that agricultural distribution research inherits these 
problems. My division of American Cyanamid, the Agricultural 
Division, sells about 300 different products or package sizes. Our 
ultimate consumers include wheat and corn growers, hog and cattle 
raisers and feeders, broiler-fryer growers, dairymen, and pro- 
ducers of soy beans, nuts, fruits, cottonandhundreds of other farm 
products. Each of these farm products is produced on crazy-quilt 
overlapping areas of land, some of which cover several states and 
some of which are mere specks on the map. Since American ag- 
riculture is a complex collection of many heterogenous sub-in- 
dustries irregularly scattered across the nation, it follows that the 
researching of distribution channels can become tremendously 
involved. Drawing an adequate agricultural market research 
sample becomes a sStatistician’s nightmare and personal and 
telephone interviewing costs are quite high. Such complexities 
and high costs have retarded the development of agricultural 
supply distribution research. For example, it took us more than 
two years to locate a company to perform a continuing store audit 
in one of our product lines and we had to prime the pump for more 
than a year before obtaining actionable information. However, it 
is now a going concern. 

Mail panels of farmers for market research purposes are 
scarce. To the best of our knowledge there are only two national 
panels in existence and we know of only one regional panel. We 
therefore have to rely a great deal on tailor-made studies and, as 
you know, these can be expensive. However, we think they are 
relatively cheap if we consider how they permit us to pinpoint our 
selling effort and to follow the trends of the market. Here are 
some more questions that distribution marketing research can 
help answer. (And, incidentally, a lot of this information can be 
obtained through your own salesmen), You can determine what 
services wholesalers and retailers offer the manufacturer and 
their own customers. Are their inventories adequate? Is their 
merchandise protected and turned over fast enough to keep it 
fresh and clean? Do they sell or promote only manufacturers’ 
brands or do they emphasize their own product label? What 
competing brands do they carry? What areas do they service? Do 
they provide adequate delivery service? In the case of retailers, 
is their product line broad enough to permit them to fit in with 
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today’s trend toward one stop purchasing? Do they have technical 
service men to educate their customers in product use? Is their 
credit sound? Are their credit policies liberal to the point of 
danger or are they stringent to the point of restricting sales? 

Only recently it was virtually impossible for a manufacturer 
of farm supplies or equipment effectively to conduct such investi- 
gations. The business of supplying the farmer was in the hands of 
tens of thousands of small retailers. However, this situation is 
changing. The 1954 census of distribution showed relatively little 
difference over 1948 in the number of outlets but we believe that 
the 1960 census will show marked declines in the number of 
outlets and increased volume importance among a relatively few 
key accounts. Just as in the caseofthe farmer, we will have fewer 
retailers but some of these are going to account for enormous 
volumes and will be able to bring your product into contact with 
the cream of the agricultural market. We believe that from now 
on it will be more feasible to conduct effective distribution mar- 
keting research. 

There is a story about an employee who went to a manufacturer 
and said he wanted a raise. The head man said, ‘‘I would like to 
give you a raise but business is bad and I can’t afford it.’’ The 
employee came back with ‘‘But boss, I’m doing the work of three 
men!’’ The boss screamed back, ‘‘Three men’s work! Give me 
the names of the other two and I’ll fire them.’’ In the business of 
selling farm supplies and equipment, we depend a great deal on 
having effective distribution channel organizations. When we find 
one channel or outlet accounting for many times the volume of 
another, we rarely eliminate the small volume outlet but we do 
try to make certain that we are getting our full share of the big- 
volume outlet’s sales. 

The third tool I would suggest we use to determine how to 
reach,the farm market in the 1960’s is distribution expense- 
controd analysis. This involves many factors such as the costs of 
sales solicitation, advertising, promotion, order taking, ware- 
housing, packing, delivery, credit, the keeping of records on these 
activities, the analysis of these records, and financial accounting. 
We, aS manufacturers, must concern ourselves not only with the 
channels by which goods reach our customers but also we must 
examine the entire channels of distribution through which products 
reach the ultimate consumer. If the cost of a manufacturer’s 
entire system of distribution is greater than his competitor’s 
costs, he must find ways and means of reducing costs. Otherwise, 
he would be at a competitve disadvantage and his business would 
bleed away. The total cost of distribution from producers to 
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consumers is therefore more important than the simplicity or 
directness of the distribution system. Many manufacturers in 
various fields have found that the elimination of middlemen fre- 
quently does not reduce distribution costs and may in fact in- 
crease them. Certain basic distribution functions are always 
‘necessary in the movement of goods from producer to consumer 
and the elimination of a middleman may serve only to transfer 
the function to another point in the channel. 

It is beyond the scope of our remarks here to go into the tech- 
niques of distribution expense-control analysis. In your own 
organizations, however, there are budget specialists who are 
familiar with these techniques and are applying them to the anal- 
ysis of various cost and expense areas of your business and we 
hope to your distribution expense costs. In addition, many good 
books are available including How to Reduce Distribution Costs 
by Crisp, and The Analysis and Control of Distribution Costs by 
Heckert. Another is Practical Distribution Cost Analysis by Long- 
man and Schiff. One of the authors of the last mentioned book is 
American Marketing Association’s Donald R. Longman. Although 
we can’t go into specific techniques, we can tell you that the ob- 
jective is the determination of relative profitability of various size 
sales through many possibly channels of distribution and the pin- 
pointing of efficient and inefficient distribution procedures and 
channels. 

You may have heard the story of the sales manager who ar- 
ranged blind dates for four of his salesmen. The four girls 
averaged twenty-five years of age. One of them was seventy years 
old, and each of the other three was ten years old. It’s the same 
idea as the man who drowned in a pool of water than was an aver- 
age of only four feet deep. Every manufacturer knows his total 
cost of sales solicitation, advertising promotion, warehousing, 
packing, delivery, credit, and so forth. However, unless these 
figures are broken down into unit costs on various size orders, 
and through various channels of distribution, they can be just as 
deceptive as the pool of water which averaged only four feet deep. 
After analysis, it frequently develops that although a five case 
order appears to be profitable when using overall average unit 
costs, it may actually be costing you money. Such distribution 
expense analysis can lead to the elimination of unprofitable orders, 
accounts and possibly even entire channels of distribution, On 
the positive side, it can tell you how to hit the big nail with the big 
hammer, and the little nail with the little hammer. 

No amount of research data will automatically guarantee that 
you will make wise decisions but we believe that armed with 
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1) information on the developments that will change the nature and 
economics of farming during the 1960’s, 2) continuing distribution 
marketing research,and 3) continuing distribution expense-control 
analysis, you will have the raw material to make the decisions 
that will profitably adapt your organization to changing marketing 
conditions during the 1960’s and the years that will follow. More 
important, however, this information will equip us to take the next 
big step. 

As you know, in consumer marketing the leading companies no 
longer merely follow trends. They actually influence the evolution 
of new marketing channels. In many instances, they are able to 
influence the total size and shape of their markets. Equipped with 
the best available marketing tools, such as the marketing con- 
cept, agricultural economic analysis, intelligent marketing re- 
search and distribution expense-control analysis, and most im- 
portant, definite marketing plans integrated into our management 
philosophies, we can enter the era of creative marketing. In the 
years ahead, there still will be no substitute for originality backed 
up by around-the-clock vigilance. 


13. THE FARM MARKET CALLS 
FOR SPECIAL ADVERTISING 


Charles H. Sandage* 


N a sense ali advertising is special. It is related to a specific 

product, service, institution, or idea and designed to inform and 
persuade. It may, therefore, seem strange to say that the farm 
market—or any other market—calls for a kind of advertising dif- 
ferent from that with which most of us are familiar. 

But it shall be my objective here to try to demonstrate that ef- 
fectiveness will be increased if advertising is designed to fit a 
specialized audience having a minimum of variables rather than a 
mass audience with maximum differences. Too much advertising 
today is keyed to the lowest common denominator of human inter- 
ests. Such interests may have high commonality and exercise 
strong influence on human action. Unfortunately few products or 
services are designed to cater to universal interests. And for 
those that do, their want or need satisfying properties could be 
more effectively translated to specific segments of the mass mar- 
ket if messages utilized the specialized language, experience back- 
ground, or idiom of members of the specialized segment. 

One of the most important functions of advertising is to com- 
municate. Effective communication involves learning on the part 
of receivers of a message. Involved in this learning process are 
symbols or language of one kind or another. To learn something 
new, one must have the new presented in terms of something old— 
something already known, If we are to present to farmers or to 
any person or group of people, a new product or a new concept 
concerning an old product, we can be successful only if we make 
our presentation in terms of the background of experience of the 
audience, 

Experience may be deep rooted—a part of the cultural heritage 
of the individual or group—or it may be recent and less permanent. 
That which is a part of cultural heritage has been passed along 
from generation to generation as customs or as accepted social 
values. Customs and group values change over time, but ata 
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rather slow rate. It is extremely difficult to obtain any accept- 
ance of an idea, a product, or service that is in conflict with cur- 
rent social or group values. Thus, if we wish to maximize the 
chance of having products, ideas, or services accepted, we should 
strive to present them so that they support or harmonize with 
social custom. 

Some customs are peculiar to specific nationality groups, and 
others are related to such things as age, religion, sex, marital 
status, and occupation. Obviously some people are members of 
more than one group and, therefore, are influenced by the customs 
associated with various groups. 

Experiences that do not flow from custom also influence the 
way in which a person will attend to or accept a specific message. 
Perhaps this can be illustrated by one or two examples of the in- 
fluence of occupation and experiences related to occupation. In 
the case of the farmer his experience with crops either being 
flooded out or stunted from lack of rainfall at the proper time has 
developed an attitude toward or a concern for rain that is probably 
quite different from the point of view of the city dweller. Thus, a 
weather report in April or July predicting rain may be listened to 
or read much more avidly by farmers than by city people, and the 
reaction to such reports will be distinctly different among different 
groups. 

Communicators too often generalize in respect to the customs 
and experiences that influence perception or guide action. Some 
will say that men are men and womenare women, and that they are 
all motivated by the same interests, needs, and wants. This, how- 
ever, is not true. Farm men and women are not the same as city 
men and women in many aspects of their living and thinking. There 
are basic differences in their attitudes on many things. 

I would guess that the attitudes of farm people toward religion 
differ in important aspects from attitudes held by city people. The 
so-called ‘‘Bible belt’’ in this country is primarily an agricultural 
area, 

The farmer also has a different attitude toward alcoholic bev- 
erages than is generally held by city people. An advertiser of 
hard liquor to a farm audience would find roadblocks to the ac- 
ceptance of his message quite different from those that would be 
encountered in advertising to a city audience. This is not to say 
that farm people do not drink, but that their attitudes toward liquor 
are not the same as those of certain other segments of the popula- 
tion. 

It would therefore seem to be a truism that advertisers should 
have a rather thorough understanding of the psychological climate 
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of farmers pertinent to the items to be advertised and the media 
to carry such advertising before messages are created for distri- 
bution. Such knowledge should help in forecasting the probable 
acceptance by farmers of the medium to be used and should serve 
as a guide to the creator of advertising messages in shaping his 
language and illustrations to harmonize with the climate. 

The old Yankee peddler of products often found that he had 
greater success in the East and Middle West than in the South. 
Oftentimes the same product offered in the South by a Dixie ped- 
dler and presented in Dixie language, would be much more accept- 
able than when offered by the Yankee peddler using Yankee lan- 
guage. Oftentimes, too, even when the language is the same, 
differences in the message carrier will influence response. 

Fortunately advertisers have at their disposal a great variety 
of message carriers. Many of these are highly specialized in 
terms of the kinds of audiences assembled. The farm press is an 
example of this specialization in message distribution. The entire 
field of business publications provides another example of this. I 
submit that these specialized media often develop a rapport with 
their audiences that produces a favorable climate for acceptance 
of the ‘‘merchandise’’ they peddle. Thus, the Dixie peddler might 
well get Dixie dames to accept Yankee merchandise that would not 
be accepted from a Yankee peddler. In like fashion Podunk Farm 
Guide might well get greater acceptance of products advertised in 
its pages than Metropolitan Digest would obtain from identical ads 
it carries to the same people. 

There is some evidence to support this position. Two years 
ago the Farm Research Institute asked 985 Illinois farmers a num- 
ber of questions pertaining to advertising and advertising media. 
It was our objective to determine farmer attitudes toward adver- 
tising carried in specialized farm media, how ads ranked with edi- 
torials and articles in importance to them, and how they would 
compare the factors of h :lpfulness and believability in ads carried 
in farm and mass cover..ge magazines. 

The results from this study among 985 Illinois farmers are 
shown on the following page. 

Respondents in this study were asked to indicate whether they 
thought advertisements in farm papers are as important to them 
as the editorials and articles in the same magazines. Note the 
figures on the slide. Farmers ranked ads significantly above edi- 
torials and articles in importance to them. Forty-eight per cent 
thought ads were as important to them as were editorials and 
articles. Only 38 per cent placed the latter above ads. 

Another question dealt with the extent to which farmers believed 
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SLIDE 1 
Percent Answering 
Question Yes No Don’t Know 


Do you think that ads in farm maga- 
zines are as important to you as 
the editorials and articles in 
those magazines? 48% 38% 14% 


Do you think that testimonials fea- 
turing results achieved by indivi- 
dual farmers and presented in 
ads in farm magazines can gen- 
erally be believed? 51% 15% 34% 


testimonials given by fellow farmers. More than one-half (51 per 
cent) said such testimonials could generally be believed. Only 15 
per cent voted ‘‘no’’ on this point while 34 per cent were not sure. 


SLIDE 2 


Percent Answering 
Question Yes No Don’t Know 


Do you think the results of experiments 
and tests made on such products as 
stock feed and seed corn, and pre- 
sented in ads in farm magazines are 
generally true? 62% 8% 30% 


Do you think the results of experiments 
and tests, made on such products as 
toothpaste, cigarettes and drugs, 
and presented in ads, are generally 
true? 19% 37% 44% 


Another approach to testing the believability of testimonials 
was made by eliminating the term ‘‘testimonial’’ and substituting 
the phrase ‘‘results of experiments and tests’’ in the question. 
Two questions of an identical character were asked except that in 
one, experiments and tests were related to farm products such as 
stock feed and seed corn, and in the other, they were related to 
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products such as toothpaste, cigarettes, and drugs. An astounding 
and somewhat startling spread existed between the answers to 
those two questions. Sixty-two per cent believed that experi- 
_ments related to farm products and presented inads in farm maga- 
zines were generally true. Only eight per cent thought they were 
generally not true. Another 30 per cent were undecided on this 
point. In contrast only 19 per cent thought that experiments made 
on such products as toothpaste, cigarettes, and drugs, and pre- 
sented in advertisements, were generally true. No mention was 
made in this latter question of the kind of magazine in which ad- 
vertisements were carried, but since few, if any, such ads are 
carried in farm magazines, it is assumed that farmers had gen- 
eral magazines in mind. The product variable was, of course, un- 
doubtedly highly important in accounting for this spread. 


SLIDE 3 


___Percent Answering 
Question A Great Deal Quite a Bit 


Amount of help in buying received from 
ads by type of magazine: 
Farm magazine 28% 34% 
General magazine 2 8 


Extent to which can depend on informa- 
tion and claims given in ads carried 


by media: 
Farm magazine 34 37 
General magazines 5 11 


In an attempt to secure some measure of how farmers com- 
pared farm magazines with general magazines, we asked them to 
indicate both how much help from and how much they could depend 
on information in advertisements carried by farm magazines and 
general magazines. A 5-point scale was given for farmers to 
check. That scale was ‘‘A great deal,’’ ‘‘Quite a bit,’’ ‘‘SSome,’’ 
‘‘Very Little,’’ and ‘‘None.’’ Only answers given to the first two 
points of the scale are presented here. The contrast between 
farm magazines and general magazines is tremendous. 

There was much more included in our study of the psychologi- 
cal climate of farm families as related to advertising than has 
been shown in these slides. The material presentedhere, however, 
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is sufficient to indicate that the climate is a favorable one. There 
is also a strong inference that ads carried by farm media have 
greater acceptance and believability than ads carried in general 
media. This may be because farmers look at farm media as their 
own—as members of the family. 

So much for the message carrier and the importance of rap- 
port that specialized media seem to be able to develop with their 
audiences. Now let us consider the message itself. 

Most people recognize that the farmer is a dual kind of buyer. 
He is both a buyer of production equipment and supplies of con- 
sumer goods. In the case of the former, advertisers treat him 
like other industrial buyers. They research his special industrial 
product needs and wants, then try to construct their advertise- 
ments to effectively translate their product qualities in terms of 
such needs. They also attempt to use farmer language and ex- 
perience background in the message. The next two slides will 
illustrate this process. 


SLIDE 4 


Qualities desired in a milking machine: 


Quality Percent Answering 
Ease of cleaning machine 68% 
Not harmful to cow 61 
Ease of operation 51 
Ease of getting service 41 
Saving milking time 28 
Increased milk production 22 
Low initial cost 6 


Qualities considered objectionable: 


Quality Percent Answering 
Harmful to cow 39% 
No local service 28 
Too complicated to operate 25 
Costs too much 25 


This slide presents part of the results of a study made to de- 
termine the needs and desires of farmers in respect to milking 
machines. We wishedto determine both desirable and objectionable 
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SLIDE 5 


MAKE THIS THUMB TEST!.. 


Other mitker turns 


left thumb red 

and sore after 

2 minutes in teat 

cup. Note deep 

“ring.” De Lavet 

does not make 


can actually help you prevent mastitis 


De Laval’s New Suspended Milker is more gentle than any 
other bucket 
mastitis. The “thumb test” proves it! 


so gentle it can actually help you fight 


Other suspended milkers turn a thumb red and sore—and 
they have the same effect on your cows’ more delicate tis- 
sues. Make the “thumb test.” Feel the rough pounding and 
pulling of your milker just once, and you'll never again 


put anything but a De Laval on your cows. 


Only De Laval can give you gentle milking because only 
Other milkers use large-bore liners that increase 


De Laval combines narrow-bore liners with prec 
sation 
impact on cows’ teats, often causing udder damage and 
mastitis. Narrow-bores fit snug, get milk out with a gentle 
massaging action. And De Laval’s precision pulsation gives 
you a smooth, even flow of the right amount of vacuum and 


if it’s gentle—it’s a De Laval 


pressure that’s essential for gentle milking. Result — far 
better udder health, far less mastitis. 


Here’s how to prove it for yourself 
Dealer. He’ll send a suspended unit out to you for a FREE 
TRIAL. Then make the “thumb test” with both milkers. We 
rest our case on your results! The De Laval Separator Co., 
Poughkeepsie, N. Y. or 5724 N. Pulaski, Chicago 46, II] 
De Laval Pacific Co., 201 

E. Millbrae Ave., Millbrae, Cal 


Call your De Laval 


pail opening 
ed » th 

ake it 
t, easiest 
10% down 


4 wears to pay 


DE LAVAL 


SUSPENDED MILKER 
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At last! A suspended milker so gentle it 
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qualities associated with milking machines. Farmers were asked 
to indicate on a check list those qualities they most desired ina 
milking machine, as well as the qualities they considered most ob- 
jectionable. Results would seem to indicate that farmers want a 
milking machine that is easy to clean, that is not harmful to the 
cow, that is easy to operate, and that service on the machine is 
easy to obtain. These qualities would seem to be much more im- 
portant than such items as increased production and low initial 
cost. 

With this evidence at hand the creative ad man should be better 
able to select an appeal and phrase a message that is keyed to the 
special interests of his market. Slide 5 illustrates an advertise- 
ment that comes close to this ideal. It uses a high ranking appeal 
—not harmful to the cow—and dramatizes the message in terms 
familiar to the farmer. This praise is givenin spite of the obvious 
error in using a different scale in showing the two hands. 

Let us now turn to a consideration of advertising directed to 
the farmer as a buyer of consumer products. Here we find very 
little attention given to him (or her) as a member of a specialized 
group with a cultural heritage s:mewhat different from that of 
other groups. Instead, there seems to be almost a complete ac- 
ceptance of the position that people are all alike when it comes to 
the consumption of such items as soaps, detergents, foods, tobacco, 
automobiles, drugs, and cosmetics. 

Of course all people desire food, but the taste of the Italian is 
different from that of the Chinaman. But even if their tastes were 
the same a personalized message will be more effective than a 
general one. We perhaps can assume that all advertising men are 
interested in advertising and that they would listen to a talk like 
this with interest and rapt attention. But I suspect that ad men 
whose primary concern is the farm market will listen with some- 
what greater interest than will others. 

The art of great advertising is to be found in the ability to 
make the prospective buyer feel that the message is directed 
specifically to him or to her. Specialized media with specialized 
messages help to accomplish this. Empathy, the ability to put 
yourself in the reader’s shoes, is a must. If this is mastered, the 
reader will be able to project himself into the situation developed 
in the ad, 

Let me give you a horrible example of utter failure to adhere 
to this principle. I refer to an advertisement for ‘‘Tide’’ that was 
carried in many magazines a few years ago. This specific adver- 
tisement was carried by both general and specialized magazines. 
Included among specialized magazines was Farm Journal, from 
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which this was taken. Note the headline. ‘‘Of all the gals who do 
their wash, she gets the cleanest clothes in town. She swears by 
Tide.’’ Also note the illustration. The white shirt would seem 
appropriate, but the dinner pail in the man’s hand and the obvious 
non-farm occupation of the head of the household are hardly con- 
ducive to a projection of the farm reader into the situation por- 
trayed. Is not this a case of a Yankee peddler using Yankee lan- 
guage to try to sell a Dixie housewife? 

Now let us look at another advertisement also for a general 
consumption item and carried in a farm magazine but an ad which 
has empathy. This is an advertisement for a coffee cake in which 
a farm woman is shown as a blue ribbon winner at the county fair, 
Note the headline—‘‘Gold ribbon winner at Logan County Fair sug- 
gests you make Golden Apricot Coffee Cake.’’ The illustration 
shows the actual winner and the Golden Apricot Coffee Cake she 
created. What farm family is not familiar with county fairs? Is it 
not obvious that the farm wife can rather easily project herself 
into the situation presented in the advertisement? This ad took 
note of the psychological climate of the farm audience. 

The next slide shows an effective personalization of copy and 
illustration when carried in a farm magazine as this was. ‘‘Your 
Most Priceless Crop’’ is loaded with meaning to a farm audience, 
but would probably decline greatly in effectiveness among other 
groups. 

It would seem logical to assume that producers of general con- 
sumption items would, in many cases, increase the effectiveness 
of their advertising if they looked upon their total market as a 
combination of a number of smaller, specialized markets, and di- 
rected specialized messages to each of the parts. ; 

There is just one more example I would like to give. In light 
of our discussion thus far I would like to try a little experiment 
on this audience. This has to do with package design and brand 
name for a new product. The product is pea beans and is pre- 
baked, 

The developers of this product wanted to select a name and 
design a package that would have universal appeal although it was 
planned to first cultivate the farm market. The name eventually 
selected was entreé. The color of the package was a combination 
of white, black, and pink. 

Several questions might be asked about this name and package. 
Is the color compatible with the product? Is the name too exotic, 
particularly for a farm audience? If the meaning of the name is 
not immediately meaningful does this place an undue burden on 
future advertising to build meaning into it? Would it ever be ad- 
visable to design special packages for special market groups? 
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SLIDE 6 


Your most priceless crop 


If you’re like a lot of farmers, you probably pin your 
hopes on the children—and put all your insurance 
on the farm. Farm insurance is necessary, as every 
farmer knows. But your children, your most priceless 
crop, need the protection most—the protection you 
give them when you insure your life. 

Take the same long view of your family that you 


take of your farm, and you'll appreciate the need for 
Living Insurance from Equitable. To help raise the 
family if anything should happen to you. Educate the 
children. Or carry out your plans yourself. And take 
it easy when your plans are complete. Ask the Man 
from Equitable how Living Insurance from Equitable 
means benefits for the living—for better living. 


THE Equitable 


Home Office: 393 Seventh Avenue, New York 1, New York 19 
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These questions cannot be answered with assurance from the 
armchair. What would seem to be needed would be research 
among a random sample of those people whose patronage is sought. 
Such research would be most effective if made so that differences 
in attitudes and meaning could be measured for different groups in 
the total population. 

In any event, whether it be product development, advertising, 
or package design, it is vital that allbe molded to fit the customer. 
This cannot be done with maximum effectiveness when group dif- 
ferences are ignored. That is why the farm market calls for 
special advertising. 
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14. THE CHALLENGE POSED BY 
FOREIGN COMPETITION 


Erich Gansmuller* 


propose to concentrate primarily on Europe, because the Euro- 

pean problem is quantitatively the most important. In 1959, 
U.S. imports from the four major European countries amounted to 
over $2.9 Billion, while imports from Japan totaled slightly above 
$1 Billion. However, to evaluate foreign competition soley by its 
influence on the domestic market of the United States is not 
enough. Competition should be thought of in two distinct areas. 
First, competition in this country, and secondly, competition as it 
is felt in third markets to which we both export. Of course, one 
could also consider separately the markets of the foreign manu- 
facturing sources, but U.S. exports to these countries are rela- 
tively minor with the exception of agricultural products, raw ma- 
terials and specialized machinery. By extending the realm of 
impact between U.S. and foreign competition beyond the boundaries 
of the United States, one can actually find a major key to the 
problem of foreign competition. 

I don’t think it is unfair to say that in general most U. S. com- 
panies do not differentiate in their product, marketing strategy and 
pricing policies between the domestic markets and markets abroad. 
Some explanation of this comes from the relative magnitudes of the 
foreign business. U.S. exports are equivalent to about five per 
cent of our Gross National Product and of this only 70 per cent 
constitutes exports of semi- and finished manufactured goods. The 
same relationship holds true for many U.S. companies; export is 
marginal or additional business and, although a considerable 
potential often exists, it remains unexploited, because the company 
fails to attach the proper importance and the effort of an imagi- 
native and different approach to it. 

European countries, however, and European manufacturers, in 
particular, have a different apprach to foreign markets. For 
Europe as a whole, exports are between 15 and 30 per cent of 
Gross National Product. Because of its importance, European 
countries have sensitively cultivated a separate orientation to 
foreign trade. With a lack of domestic mass markets, expansion 
of trade soon meant stepping outside limiting national borders. In 
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addition, Europe’s post-war export drive has also been stimulated 
by recurring balance of payments problems, while for the same 
reason U.S. exports have been artificially stifled by restrictions 
put up abroad. Acknowledging the fact that degrees of relative 
. importance of foreign trade and to some extent artificial restric- 
tions are weighing against us, what are the crucial elements of 
foreign competition and what challenge do they pose for us? 

The first consideration is whether or not foreign manufacturers 
have products which by their nature are superior to anything 
America can offer. I think we can answer this generally with a 
**No.’’ Obviously, there will be some small volume of specialized 
items where they may have a high degree of expertness of their 
own, Also, if for some reason an American consumer wishes to 
buy a foreign items merely because it is foreign, we can’t produce 
one. If he wishes to buy a car ‘‘made in Germany by Germans,’’ 
nothing that Detroit can turn out will satisfy him. But there is no 
doubt that American goods, both consumer articles and production 
machinery, are at least as good as anything Europe has to offer. 
There is, nevertheless, the question of suitability of products for 
one or more markets. I shall return to this point later. 

Perhaps the answer lies not in the product, but in the cost of 
production. There is some truth to the contention that Europe can 
give us a very rough time in a number of fields. American labor 
costs are substantially higher than anything a European manu- 
facturer has to pay, even allowing for the whole complex of 
fringe benefits and social costs, The French National Institute of 
Statistics and Economic Studies recently completed an interesting 
and competent study on this subject. It estimates that total 
hourly payments for workers in processing industries in April 
1959 was $.61 in Italy, $.72 in France, $.78 in the United Kingdom 
and Western Germany, $1.11 in Sweden and $2.71 in the United 
States. The study goes further into specific inter-industry com- 
parisons, but the basic discrepancy between European and United 
States labor rates remains, It should not be forgotten, however, 
that higher wage rates are the result of higher productivity and in 
most areas we can afford them. At the beginning of the foreign 
car inflow into this country, many experts contended that Ameri- 
can manufacturers could not produce a car to compete with foreign 
products. We can—just as soon as the sales volume is large 
enough to enable our workers to achieve the higher productivity on 
which our wages depend. The Ford Falcon is a better product and 
cheaper than anything of its size currently produced by European 
companies. We can do this because even in the first year of pro- 
duction we shall reach a volume greater than the total yearly 
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production of all but two or three of the largest producers outside 
of the United States, and a higher volume for a single model than 
all but one make of European car. Critics are still saying, how- 
ever, that the compact cars are all very fine but they are still 
some $400 costlier than the small, importedeconomycars. Amer- 
ican manufacturers would be hard pressed to produce a car as 
cheaply as Volkswagen or Renault are doing it, if our volume were 
to remain at the 50 or 60 thousand level, but if the American con- 
sumer shows that there is a sizeable market for any product, big 
or small, with or without wheels, I am sure American industry 
can match anything foreign competition can produce. 

Europeans, then, have nothing unbeatable with regard to product 
superiority or with regard to cost of production which need be a 
permanent or major threat to the American economy. Adjustments 
have to be made and some industries will be affected more than 
others. When the labor costs of foreign manufacturers are no 
longer counterbalanced by less efficient productive methods, they 
obviously can gain sizeable temporary advantages in these areas. 
With economic integration in Europe, and possibly other areas of 
the world, we no longer have the unique advantage in the size of 
our market and in the resulting economies of production. Con- 
sequently, we are faced with adjustments, but we are not doomed 
to any permanent structural disadvantage in competition. 

We have established that it is not unbeatable products and only 
to some extent cost advantages which account for the success of 
European competitors. But now, let us turn from cost advantages 
to price advantages. Here we often find that Europeans do have 
the edge over us. In general, they follow special pricing policies 
for their export markets. This is not regarded as abnormal or in 
any way unfair, and seldom reaches the degree to which it could 
be referred to as ‘‘dumping.’’ For American concerns, on the 
other hand, export units are expected to return the full profit 
margin and, indeed, in many cases, tobear the full share of normal 
commercial expenses taken as a total. There are other factors 
relative to pricing which have a bearing on the degree of foreign 
competition. I am referring here to credit facilities, terms of 
credit, and availability of export credit guarantees, where Euro- 
peans enjoy certain advantages. There are also important dif- 
ferences with regard to the tax system of countries which can 
affect their success in export. In America the burden of direct 
taxation on labor and on corporate profits is high. This is also 
true, of course, of some European countries, such as the United 
Kingdom and Germany, but in other countries—for example France 
and Italy, where the tax systems are such that a high proportion of 
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government revenue comes from indirect taxes levied on the sale 
in domestic markets—goods for export are correspondingly cheap- 
er. At this point, we arrive at the conclusion that foreign com- 
petition in general does not enjoy product superiority, but has 
some cost advantages. When pricing and credit facilities are 
added, we find this advantage increased. 

Now, let us turn to two factors which are main characteristics 
of foreign competition here and abroad: Product suitability for a 
market, and marketing itself. First, Europeans have succeeded 
in creating designs and types of products to meet demands, parti- 
cularly where the income levels and resources are appreciably 
different from our own, Frequently, products have been designed 
and produced especially for export, a practice hardly found in the 
United States. Besides this challenge abroad, Europeans have suc- 
ceeded in adapting their products to this market, such as type- 
writers, furniture, chinaware, etc. They have even been able to 
tap latent demands such as the desire for smaller cars. Basically, 
I believe in our ability to produce those products which can com- 
pete successfully with those from abroad. But to do this, we must 
offer the right products, efficiently produced and sensibly priced. 
This calls for a change in our basic directions, including acceler- 
ated investment for improvement, as well as imaginative and 
flexible produce planning and product differentiation. The auto- 
motive industry, among others, has begun to demonstate this ‘‘new 
look.’’ 

The second factor is marketing. By tradition, Europeans have 
been globally oriented in their marketing efforts and have become 
experts at it. Such companies as Phillips, Royal Dutch Shell, 
Krupp and many others are truly global concerns. What do they 
have that we are lacking? Above all, they are pushing hard. No 
market is far enough or small enough to be ignored. You will 
find German, French, British and Dutch salesman all over the 
world, while we are busy sending out our buyers. There is a big 
difference in sales planning between European and American 
manufacturers in the efforts they put into exports. This is due to 
the greater importance of the export market to total sales volume 
of European manufacturers. But even those producers whose ex- 
port share is small place proper emphasis on this potential. They 
also have undeniably greater understanding of third markets and 
they are learning fast about the United States. We, on the other 
hand, are short on knowledge about foreign markets and we make 
limited effort to acquire it. Europeans are flexible and sensitive 
in adapting to foreign business practices and foreign surroundings 
in general; they will often learn to speak one or more foreign 
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languages; they observe and respect local customs; they attempt 
to ‘blend in’’ properly. I think we have a great deal of soul- 
searching and learning to do in this area, too. 

In turning to distribution, the Europeans hold further advantages. 
Foreign manufacturers selling in the United States have been able 
to develop their distribution system steadily throughout the pos- 
War period. Indeed, the balance of payments problems of these 
countries made them particularly anxious to do so as soon as 
possible. At the same time, however, those same balance of 
payments problems led the countries concerned to restrict the 
import and marketing of American products, which in turn led to 
a withering of existing American distribution systems and the 
prevention of fresh growth. At this moment, the question of re- 
strictions against American products has declined to unimportance 
but the damage done cannot be repaired overnight. We have to get 
out and re-establish this system in a better and more intensive 
way. 

Lastly, and now I am speaking of the United States in particular, 
Europeans have had the opportunity of full access to United States 
advertising techniques. They have learned from our techniques 
quickly and combined them with stylish and imaginative material. 

In summary, we must realize that foreign competition now po- 
ses a Significant challenge to the United States businessman, If 
we are to meet this challenge, we must take quick, decisive steps 
to make our products truly competitive. Each of the factors I 
have mentioned is of paramount importance in achieving this ob- 
jective. Our product planning and design must be flexible. We 
must be truly cost-conscious in production and we must price our 
products wisely. We must develop aggressive marketing and 
merchandising techniques. But, perhaps most important of all, 
we must realize that we are now facing able competitors who 
formerly were of limited concern to us. The birth of the Common 
Market in Europe, the adaptation of U.S. technological advances in 
the production of foreign goods and the cleverness with which 
foreign competitors have adapted our own domestic advertising 
and marketing techniques to the global market is something which 
must be reckoned with for the first time. In developing our busi- 
ness policies, therefore, we must acquire a global concept and 
place equal emphasis upon competing with domestic and foreign 
manufacturers. 


—, 


15. THE APPLICATION OF THE 
UNITED STATES ANTI-TRUST 
LAWS IN MEETING COMPETITION 
FROM FOREIGN CONCERNS 


George L. Derr* 


HEN an Army General is about to launch an attack, or when 

he thinks the enemy is about to attack him, he prepares what 
the Army calls an estimate of the situation. This estimate of the 
situation lists not only his own resources, and those of the enemy, 
but also the terrain, weather, and other conditions under which he 
must operate and which will influence the success or failure of 
the approaching battle. From such an analysis the General pre- 
pares a plan of action. 

A businessman faced with new competition, when he seeks to 
enter new markets or when he finds a new competitor coming into 
his established markets, likewise prepares an estimate of the sit- 
uation. Consciously or subconsciously, he must analyze the var- 
ious factors and base a course of action on that analysis. The 
completeness and accuracy of that analysis has an important effect 
on the businessman’s future success. 

One point which most be included, in a discussion of foreign 
competition is the application of the antitrust laws of the United 
States. These laws are marketing legislation, applicable to both 
domestic and foreign commerce. They are, in fact, the basic 
marketing laws in the United States. These statutes not only apply 
to United States concerns, but also under some circumstances 
even to foreign concerns, where our foreign commerce is involved 
or affected. While many legal considerations influence the deci- 
sion-making process in marketing, the antitrust laws, for many 
concerns, are among the most important. I do not propose to give 
you a legal discussion. But we must face the fact that these laws 
are there and use them as guideposts instead of criticizing them 
as ‘‘legal roadblocks.’’ 

If there is a lack of understanding as to the scope and 
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application of our antitrust laws in meeting foreign competition, 
there is a great chance, at the very best, of becoming involved 
in the nuisance and expense of litigation. On the other hand, 
American concerns with an appreciation of the effects of the anti- 
trust laws are likely to find that such knowledge enhances their 
efforts to meet foreign competition. In any event, compliance is 
imperative because those who violate these laws may be placed 
under injunctive orders which could impair, or limit, their future 
freedom of action in meeting both domestic and foreign competi- 
tion. 

Our antitrust laws apply to the meeting of competition from 
foreign firms whether the foreign company comes over here to 
compete with us or we go abroad to compete with the foreign con- 
cern. But there are differences. When the foreigncompany comes 
over here, it must abide by the same strict rules that we do and 
the antitrust laws act to protect us against practices by the foreign 
company. When we go abroad, however, we are operating in areas 
where there is not strict antitrust enforcement and yet, to a large 
extent, our activities must be guided by compliance with our own 
antitrust laws. I will discuss the significance of some of these 
differences. 


Meeting Foreign Competition in the 
United States 


The antitrust laws aid American concerns substantially as a 
result of their broad and direct application to the United States 
market. The fact is frequently overlooked that our antitrust laws, 
when fairly and impartially enforced, serve to protect as well as 
discipline efforts to meet foreign competition in this country. In 
other words, while they prevent American business from doing 
certain things, they also prevent foreign competition from engag- 
ing in unlawful restrictive and monopolistic practices. The con- 
cerns which have been successful in their competitive efforts are 
protected from collusive and predatory activities. All business 
has the assurance that future competitive market opportunities 
will not be arbitrarily limited, and freedom of entry is preserved. 

The very competitive nature of our domestic markets, which is 
assured by the antitrust laws, can be discouraging to foreign com- 
petition. Many foreign concerns entering the United States mar- 
ket have become accustomed to the protection from the rigors of 
competition which they have enjoyed under cartel and other re- 
strictive arrangements abroad. They find that the realities of 
competition make American markets less inviting than they had 
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appeared. A growing awareness of the true competitive nature of 
our economy will cause many foreign competitors to re-evaluate 
their plans and practices. 

The real danger for American businessmen is that, faced with 
intense foreign competition, they will change their marketing prac- 
tices and involve themselves in antitrust issues. Particular care 
should be exercised when price, allowance, discount, and service 
concessions are made to domestic customers because of foreign 
competition, These defensive moves may lead to Robinson- Patman 
Act problems. Attempts to foreclose foreign competitors from 
substantial markets, and particularly boycotting schemes, lead to 
involvement under the Sherman Act. Mergers, and stock or asset 
acquisitions, made to meet foreign competition may violate the 
Clayton Act. With competent legal counsel, American business 
should be able to determine, with a considerable degree of cer- 
tainty, what can and cannot lawfully be done under the antitrust 
laws in meeting foreign competition in the United States. 


Meeting Foreign Competition Abroad 


Turning to foreign competition overseas, this may present far 
more challenging problems and prospects than domestic competi- 
tion. For many United States concerns, the best growth prospects 
lie in expanding foreign markets. American firms also may go 
into foreign areas in an effort to compensate for business lost in 
the United States to foreign competition. 

Not all of our antitrust laws follow the United States firm into 
foreign commerce. Thus, for example, while business must be 
very careful in domestic marketing not to violate the Robinson- 
Patman Act, the price discrimination section of this law does not 
apply to foreign commerce. It is also important to understand 
that those antitrust laws which do follow American business apply 
only when it engages in restraints of trade and commerce between 
the United States and foreign nations. Arrangements which re- 
strain trade between two foreign nations may not be prohibited. 

It is in the foreign trade situations where our antitrust laws do 
apply that businessmen feel their ability to meet competition 
abroad is unduly limited. This is an understandable reaction when 
American concerns lose business opportunities to foreign compet- 
itors who are able to enter into restrictive arrangements and do 
things that American concerns cannot. 

It is precisely because the United States antitrust laws, in 
some instances, do make it more difficult to meet foreign compe- 
tition abroad that it is imperative for American businessmen to 
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have an understanding of what they can and cannot do. A full ap- 
preciation of the range of permissible alternatives and combina- 
tions can result in securing business that otherwise would be lost. 
Foreign competition abroad may be met directly by either export 
or foreign manufacture, and indirectly by the transfer of patents, 
know-how and trademark rights. Each of these methods may pre- 
sent antitrust problems. 


Foreign Dealers 


The most widely used method of engaging in foreign trade, of 
course, has been export from the United States. The antitrust 
problems here arise when foreign dealers are used. The antitrust 
questions include whether a manufacturer can agree not to sell to 
another dealer in a foreign dealer’s designated area, obtain agree- 
ments from foreign dealers that they will not sell in the territories 
of other foreign dealers, make commitments not to sell or ship in 
a foreign dealer’s area, prevent domestic dealers from selling in 
territories assigned to foreign dealers, obtain commitments from 
foreign dealers not to resell in the United States, and have under- 
standings with foreign distributors not to handle the products of 
competing manufacturers. These questions are not unlike those 
which exist domestically. There may be greater justification, 
however, for permitting limited restrictions with foreign dealers. 


Investments Abroad 


Doing business abroad through investment occurs in several 
ways and has many ramifications. It is well known that it has 
been our Government’s policy to encourage and increase private 
investment abroad throughout the postwar period. There should, 
therefore, be no antitrust problems about such investments except 
where the arrangements relating to the investment or subsequent 
operations have a direct and substantial effect on our foreign 
commerce. 

The establishment of a foreign subsidiary, probably the most 
common type of foreign investment for American business, has 
definite antitrust advantages. Agreements limiting competition 
between a parent and wholly owned subsidiary are unnecessary. 
Concerted action between the parent and wholly owned subsidiary 
probably does not violate the antitrust laws if it merely restrains 
their trade or the trade of foreign nations, as distinguished from 
the United States. The advantages of a foreign subsidiary can be 
lost if it participates in foreign cartels or arrangements restrict- 
ing United States imports or exports. 
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It appears that joint ventures between an American firm and 
its American or foreign competitors have become increasingly 
popular. A principal difficulty with such joint ventures is that 
there is so much uncertainty as to their validity and legal status. 
Antitrust problems may arise even in their creation. Thus, while 
there may be practical business considerations which make the 
joint venture approach desirable, a wholly owned foreign subsidi- 
ary normally will provide a safer antitrust solution. 


Transfers of Patents, Know-How 
and Trademark Rights 


The indirect method of meeting foreign competition abroad is 
by the transfer of patents, know-how and trademark rights. Fre- 
quently today, because of dollar shortages, tariffs, and import re- 
strictions, the sale and shipment abroad of American-made goods 
is virtually impossible. Business abroad can be obtained, how- 
ever, by providing a foreign concern with the know-how, patents, 
trademarks, etc. necessary to produce and market the goods in the 
foreign country. In addition to securing royalties, the American 
firm may by this method also accomplish the sale of a limited 
amount of components or raw materials utilized in the local manu- 
facture abroad. 

American firms may be unwilling to part with their patents, 
know-how, and trademarks and establish potential competitirs, 
without obligating the recipients not to sell in the United States or 
other territory served by the American company or its licensees. 
The prospective foreign licensee may be unwilling to accept a 
license if he cannot insure that the American concern will not, by 
competing, destroy the value of that for which he would be obli- 
gated to pay. 

The Attorney General’s Committee on the Antitrust Laws has 
taken the position that rights in patents, trademarks, trade se- 
crets, know-how, and confidential information all provide a ‘‘law- 
ful purpose’’ to which reasonable restrictions on competition may 
be properly ‘‘ancillary,’’ and therefore legal. The difficulty is 
that there frequently is no certain method of distinguishing re- 
straints that are reasonably ancillary, and therefore lawful, from 
those that are not. 

Patents. Patents will not justify licenses covering territories 
where no patent rights have been obtained by the licensor, or ex- 
tending for a period beyond the life of the patent. The rule as to 
restraings or limitations ancillary to patent licenses is that those 
extending beyond the express limits of the patent to unpatented 
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products or processes are illegal per se and unenforceable. Thus, 
a patent would not seem to justify a restriction on a finished 
product where it covers only a part of the finished product, or a 
process or method of making the product. 

Patents at best, however, may be tenuous justification for any 
restrictive arrangement. There is always the possibility that a 
patent will be invalid, with the result that the foundation for what 
might otherwise be a valid ancillary restraint has been destroyed. 
Prior use and publication shadow the validity of almost all patents. 

The most prudent course is to limit international transfers of 
patents, or licenses, to simple exchanges and avoid restrictions 
or limitations in the agreement. Where express restrictions or 
limitations are necessary, they should be no broader than the 
circumstances require and the justification should be indicated if 
it is not apparent. 


Know-How. Frequently of greater importance than any patent 
license is the know-how or technical assistance. Without it the 
foreign firm would be incapable of producing the goods. The ex- 
tent to which limited restrictions ancillary to the transfer of such 
know-how will be upheld is unsettled. One case has upheld re- 
strictions ancillary to the transfer of trade secrets. In the leading 
cartel decisions, however, such as Timken, National Lead, and 
General Electric Lamp, the courts have not reacted favorably to 
the defense, although the presence of per se violations clouds the 
significance of these holdings. 

It is rather common knowledge that many United States con- 
cerns have, consistent with our Government’s international pro- 
grams, granted limited licenses for the use of know-how to foreign 
concerns. The Antitrust Division apparently has not challenged 
any of these technological arrangements. 

Trademarks. It has never been decided whether the transfer of 
trademarks and related goodwill will support foreigh territorial 
restrictions. In the Timken case the defense was raised that the 
territorial allocations were ancillary to the trademark rights of 
the American company in areas assigned to the foreign concerns. 
The Supreme Court rejected the defense, saying: 


‘‘A trade-mark cannot be legally used as a device for 
Sherman Act violations,’’ 


Without further clarification of the law, utilizing trademarks as 
justification for even limited restrictions may involve substantial 
risks. 
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Supervision of Foreign Agreements 


The businessman is entitled to ask how he can be sure that, ten 
years later when the Department of Justice or Federal Trade 
Commission is investigating, his once valid ancillary agreement 
will not have become an international cartel. There are few prob- 
lems more difficult for a lawyer than attempting to determine 
whether some agreements, reasonable when entered into, will be 
reasonable five, ten, or fifteen years in the future. The validity of 
a lawful license or ancillary arrangement can be destroyed by 
irresponsible or uninformed activities. 

Much depends on how a business supervises its operations 
under foreign agreements, and acts to insure that the activities 
and decisions in day-to-day operations are not inconsistent with 
the antitrust laws. Some concerns periodically review their oper- 
ations under foreign agreements. Particular care should be exer- 
cised in modifying and revising arrangements with foreign con- 
cerns involving any territorial restrictions. What starts out as a 
simple ancillary restraint, lawful in purpose, may, as business 
progresses, and especially if the plan is successful, begin to fall 
into the pattern of activity condemned in the cartel cases. As time 
goes on, the agreements may be changed from lawful licenses, or 
ancillary agreements, to illegal arrangements. 


The Future 


The handicaps which American business has in meeting com- 
petition abroad because of the antitrust laws will possibly be 
somewhat allevaited by the growing body of foreign antitrust laws. 
Since 1945 some thirty nations have enacted new antitrust legisla- 
tion. While these foreign laws generally permit cartels and pri- 
vate restrictive arrangements, there is considerable movement 
toward our concept of the free enterprise system. Some foreign 
statutes actually go further than our own antitrust laws in certain 
respects; for example, they require the registration of restrictive 
agreements and outlaw resale price maintenance. For many years 
to come, however, much will depend on how the United States anti- 
trust laws are enforced. It will be important to accommodate 
antitrust enforcement to the practical realities of doing business 
abroad. The price of unrealistic antitrust enforcement here at 
home could be an inevitable but understandable gravitation of more 
and more activities to hospitable foreign areas. The enterprise 
organized on a world-wide basis, or the corporation operating on 
an international level, as they presently exist, were probably 
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unknown in 1890 when the Sherman Act was passed. International 
enterprises are numerous now, and they include many small bus- 
inesses as well as large by today’s standards. 

The emerging economic battle with hostile nations for the over- 
seas free world markets will not be won by legal attacks at home 
on these successful corporations, any more than it will be ‘‘atom- 
izing’’ our great corporations or breaking them into ‘‘not too 
big’’ industries. The fight of the free world to maintain superior- 
ity over the economies of totalitarian states, which appreciate and 
foster the development and growth of large industrial enterprises, 
requires the preservation and encouragement of successful and 
large concerns which have obtained their eminence primarily 
through superior products and marketing techniques. 

There: is an equal responsibility on American business in the 
conduct of foreign commerce. What is done contributes to or de- 
tracts from the respect which we receive throughout the world. If 
more and better goods and services are made available, and there 
is compliance with the antitrust laws in meeting foreign competi- 
tion, then our foreign trade and that of the free world as a whole 
can grow and prosper. 


15. THE APPLICATION OF THE 
UNITED STATES ANTI-TRUST 
LAWS IN MEETING COMPETITION 
FROM FOREIGN CONCERNS 


George L. Derr* 


HEN an Army General is about to launch an attack, or when 

he thinks the enemy is about to attack him, he prepares what 
the Army calls an estimate of the situation. This estimate of the 
situation lists not only his own resources, and those of the enemy, 
but also the terrain, weather, and other conditions under which he 
must operate and which will influence the success or failure of 
the approaching battle. From such an analysis the General pre- 
pares a plan of action. 

A businessman faced with new competition, when he seeks to 
enter new markets or when he finds a new competitor coming into 
his established markets, likewise prepares an estimate of the sit- 
uation. Consciously or subconsciously, he must analyze the var- 
ious factors and base a course of action on that analysis. The 
completeness and accuracy of that analysis has an important effect 
on the businessman’s future success. 

One point which most be included, in a discussion of foreign 
competition is the application of the antitrust laws of the United 
States. These laws are marketing legislation, applicable to both 
domestic and foreign commerce. They are, in fact, the basic 
marketing laws in the United States. These statutes not only apply 
to United States concerns, but also under some circumstances 
even to foreign concerns, where our foreign commerce is involved 
or affected. While many legal considerations influence the deci- 
sion-making process in marketing, the antitrust laws, for many 
concerns, are among the most important. I do not propose to give 
you a legal discussion. But we must face the fact that these laws 
are there and use them as guideposts instead of criticizing them 
as ‘‘legal roadblocks.”’’ 

If there is a lack of understanding as to the scope and 
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application of our antitrust laws in meeting foreign competition, 
there is a great chance, at the very best, of becoming involved 
in the nuisance and expense of litigation, On the other hand, 
American concerns with an appreciation of the effects of the anti- 
trust laws are likely to find that such knowledge enhances their 
efforts to meet foreign competition. In any event, compliance is 
imperative because those who violate these laws may be placed 
under injunctive orders which could impair, or limit, their future 
freedom of action in meeting both domestic and foreign competi- 
tion, 

Our antitrust laws apply to the meeting of competition from 
foreign firms whether the foreign company comes over here to 
compete with us or we go abroad to compete with the foreign con- 
cern, But there are differences. When the foreigncompany comes 
over here, it must abide by the same strict rules that we do and 
the antitrust laws act to protect us against practices by the foreign 
company. When we go abroad, however, we are operating in areas 
where there is not strict antitrust enforcement and yet, to a large 
extent, our activities must be guided by compliance with our own 
antitrust laws. I will discuss the significance of some of these 
differences. 


Meeting Foreign Competition in the 
United States 


The antitrust laws aid American concerns substantially as a 
result of their broad and direct application to the United States 
market. The fact is frequently overlooked that our antitrust laws, 
when fairly and impartially enforced, serve to protect as well as 
discipline efforts to meet foreign competition in this country. In 
other words, while they prevent American business from doing 
certain things, they also prevent foreign competition from engag- 
ing in unlawful restrictive and monopolistic practices. The con- 
cerns which have been successful in their competitive efforts are 
protected from collusive and predatory activities. All business 
has the assurance that future competitive market opportunities 
will not be arbitrarily limited, and freedom of entry is preserved. 

The very competitive nature of our domestic markets, which is 
assured by the antitrust laws, can be discouraging to foreign com- 
petition. Many foreign concerns entering the United States mar- 
ket have become accustomed to the protection from the rigors of 
competition which they have enjoyed under cartel and other re- 
strictive arrangements abroad. They find that the realities of 
competition make American markets less inviting than they had 
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appeared. A growing awareness of the true competitive nature of 
our economy will cause many foreign competitors to re-evaluate 
their plans and practices. 

The real danger for American businessmen is that, faced with 
intense foreign competition, they will change their marketing prac- 
tices and involve themselves in antitrust issues. Particular care 
should be exercised when price, allowance, discount, and service 
concessions are made to domestic customers because of foreign 
competition. These defensive moves may lead to Robinson- Patman 
Act problems. Attempts to foreclose foreign competitors from 
substantial markets, and particularly boycotting schemes, lead to 
involvement under the Sherman Act. Mergers, and stock or asset 
acquisitions, made to meet foreign competition may violate the 
Clayton Act. With competent legal counsel, American business 
should be able to determine, with a considerable degree of cer- 
tainty, what can and cannot lawfully be done under the antitrust 
laws in meeting foreign competition in the United States. 


Meeting Foreign Competition Abroad 


Turning to foreign competition overseas, this may present far 
more challenging problems and prospects than domestic competi- 
tion. For many United States concerns, the best growth prospects 
lie in expanding foreign markets. American firms also may go 
into foreign areas in an effort to compensate for business lost in 
the United States to foreign competition. 

Not all of our antitrust laws follow the United States firm into 
foreign commerce. Thus, for example, while business must be 
very careful in domestic marketing not to violate the Robinson- 
Patman Act, the price discrimination section of this law does not 
apply to foreign commerce. It is also important to understand 
that those antitrust laws which do follow American business apply 
only when it engages in restraints of trade and commerce between 
the United States and foreign nations. Arrangements which re- 
strain trade between two foreign nations may not be prohibited. 

It is in the foreign trade situations where our antitrust laws do 
apply that businessmen feel their ability to meet competition 
abroad is unduly limited. This is an understandable reaction when 
American concerns lose business opportunities to foreign compet- 
itors who are able to enter into restrictive arrangements and do 
things that American concerns cannot. 

It is precisely because the United States antitrust laws, in 
some instances, do make it more difficult to meet foreign compe- 
tition abroad that it is imperative for American businessmen to 
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have an understanding of what they can and cannot do. A full ap- 
preciation of the range of permissible alternatives and combina- 
tions can result in securing business that otherwise would be lost. 
Foreign competition abroad may be met directly by either export 
or foreign manufacture, and indirectly by the transfer of patents, 
know-how and trademark rights. Each of these methods may pre- 
sent antitrust problems. 


Foreign Dealers 


The most widely used method of engaging in foreign trade, of 
course, has been export from the United States. The antitrust 
problems here arise when foreign dealers are used. The antitrust 
questions include whether a manufacturer can agree not to sell to 
another dealer in a foreign dealer’s designated area, obtain agree- 
ments from foreign dealers that they will not sell in the territories 
of other foreign gealers, make commitments not to sell or ship in 
a foreign dealer’s area, prevent domestic dealers from selling in 
territories assigned to foreign dealers, obtain commitments from 
foreign dealers not to resell in the United States, and have under- 
standings with foreign distributors not to handle the products of 
competing manufacturers. These questions are not unlike those 
which exist domestically. There may be greater justification, 
however, for permitting limited restrictions with foreign dealers. 


Investments Abroad 


Doing business abroad through investment occurs in several 
ways and has many ramifications. It is well known that it has 
been our Government’s policy to encourage and increase private 
investment abroad throughout the postwar period. There should, 
therefore, be no antitrust problems about such investments except 
where the arrangements relating to the investment or subsequent 
operations have a direct and substantial effect on our foreign 
commerce. 

The establishment of a foreign subsidiary, probably the most 
common type of foreign investment for American business, has 
definite antitrust advantages. Agreements limiting competition 
between a parent and wholly owned subsidiary are unnecessary. 
Concerted action between the parent and wholly owned subsidiary 
probably does not violate the antitrust laws if it merely restrains 
their trade or the trade of foreign nations, as distinguished from 
the United States. The advantages of a foreign subsidiary can be 
lost if it participates in foreign cartels or arrangements restrict- 
ing United States imports or exports. 


. 
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It appears that joint ventures between an American firm and 
its American or foreign competitors have become increasingly 
popular. A principal difficulty with such joint ventures is that 
there is so much uncertainty as to their validity and legal status. 
Antitrust problems may arise even in their creation. Thus, while 
there may be practical business considerations which make the 
joint venture approach desirable, a wholly owned foreign subsidi- 
ary normally will provide a safer antitrust solution. 


Transfers of Patents, Know-How 
and Trademark Rights 


The indirect method of meeting foreign competition abroad is 
by the transfer of patents, know-how and trademark rights. Fre- 
quently today, because of dollar shortages, tariffs, and import re- 
strictions, the sale and shipment abroad of American-made goods 
is virtually impossible. Business abroad can be obtained, how- 
ever, by providing a foreign concern with the know-how, patents, 
trademarks, etc. necessary to produce and market the goods in the 
foreign country. In addition to securing royalties, the American 
firm may by this method also accomplish the sale of a limited 
amount of components or raw materials utilized in the local manu- 
facture abroad. 

American firms may be unwilling to part with their patents, 
know-how, and trademarks and establish potential competitirs, 
without obligating the recipients not to sell in the United States or 
other territory served by the American company or its licensees. 
The prospective foreign licensee may be unwilling to accept a 
license if he cannot insure that the American concern will not, by 
competing, destroy the value of that for which he would be obli- 
gated to pay. 

The Attorney General’s Committee on the Antitrust Laws has 
taken the position that rights in patents, trademarks, trade se- 
crets, know-how, and confidential information all provide a ‘‘law- 
ful purpose’’ to which reasonable restrictions on competition may 
be properly ‘‘ancillary,’’ and therefore legal. The difficulty is 
that there frequently is no certain method of distinguishing re- 
straints that are reasonably ancillary, and therefore lawful, from 
those that are not. 

Patents. Patents will not justify licenses covering territories 
where no patent rights have been obtained by the licensor, or ex- 
tending for a period beyond the life of the patent. The rule as to 
restraings or limitations ancillary to patent licenses is that those 
extending beyond the express limits of the patent to unpatented 
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products or processes are illegal per se and unenforceable. Thus, 
a patent would not seem to justify a restriction on a finished 
product where it covers only a part of the finished product, or a 
process or method of making the product. 

Patents at best, however, may be tenuous justification for any 
restrictive arrangement. There is always the possibility that a 
patent will be invalid, with the result that the foundation for what 
might otherwise be a valid ancillary restraint has been destroyed. 
Prior use and publication shadow the validity of almost all patents. 

The most prudent course is to limit international transfers of 
patents, or licenses, to simple exchanges and avoid restrictions 
or limitations in the agreement. Where express restrictions or 
limitations are necessary, they should be no broader than the 
circumstances require and the justification should be indicated if 
it is not apparent. 


Know-How. Frequently of greater importance than any patent 
license is the know-how or technical assistance. Without it the 
foreign firm would be incapable of producing the goods. The ex- 
tent to which limited restrictions ancillary to the transfer of such 
know-how will be upheld is unsettled. One case has upheld re- 
strictions ancillary to the transfer of trade secrets. In the leading 
cartel decisions, however, such as Timken, National Lead, and 
General Electric Lamp, the courts have not reacted favorably to 
the defense, although the presence of per se violations clouds the 
significance of these holdings. 

It is rather common knowledge that many United States con- 
cerns have, consistent with our Government’s international pro- 
grams, granted limited licenses for the use of know-how to foreign 
concerns. The Antitrust Division apparently has not challenged 
any of these technological arrangements. 

Trademarks. It has never been decided whether the transfer of 
trademarks and related goodwill will support foreigh territorial 
restrictions. In the Timken case the defense was raised that the 
territorial allocations were ancillary to the trademark rights of 
the American company in areas assigned to the foreign concerns, 
The Supreme Court rejected the defense, saying: 


‘‘A trade-mark cannot be legally used as a device for 
Sherman Act violations.’’ 


Without further clarification of the law, utilizing trademarks as 
justification for even limited restrictions may involve substantial 
risks. 
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Supervision of Foreign Agreements 


The businessman is entitled to ask how he can be sure that, ten 
years later when the Department of Justice or Federal Trade 
Commission is investigating, his once valid ancillary agreement 
will not have become an international cartel. There are few prob- 
lems more difficult for a lawyer than attempting to determine 
whether some agreements, reasonable when entered into, will be 
reasonable five, ten, or fifteen years in the future. The validity of 
a lawful license or ancillary arrangement can be destroyed by 
irresponsible or uninformed activities. 

Much depends on how a business supervises its operations 
under foreign agreements, and acts to insure that the activities 
and decisions in day-to-day operations are not inconsistent with 
the antitrust laws. Some concerns periodically review their oper- 
ations under foreign agreements. Particular care should be exer- 
cised in modifying and revising arrangements with foreign con- 
cerns involving any territorial restrictions. What starts out as a 
simple ancillary restraint, lawful in purpose, may, as business 
progresses, and especially if the plan is successful, begin to fall 
into the pattern of activity condemned in the cartel cases. As time 
goes on, the agreements may be changed from lawful licenses, or 
ancillary agreements, to illegal arrangements. 


The Future 


The handicaps which American business has in meeting com- 
petition abroad because of the antitrust laws will possibly be 
somewhat allevaited by the growing body of foreign antitrust laws. 
Since 1945 some thirty nations have enacted new antitrust legisla- 
tion. While these foreign laws generally permit cartels and pri- 
vate restrictive arrangements, there is considerable movement 
toward our concept of the free enterprise system. Some foreign 
statutes actually go further than our own antitrust laws in certain 
respects; for example, they require the registration of restrictive 
agreements and outlaw resale price maintenance, For many years 
to come, however, much will depend on how the United States anti- 
trust laws are enforced. It will be important to accommodate 
antitrust enforcement to the practical realities of doing business 
abroad. The price of unrealistic antitrust enforcement here at 
home could be an inevitable but understandable gravitation of more 
and more activities to hospitable foreign areas. The enterprise 
organized on a world-wide basis, or the corporation operating on 
an international level, as they presently exist, were probably 
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unknown in 1890 when the Sherman Act was passed. International 
enterprises are numerous now, and they include many small bus- 
inesses as well as large by today’s standards. 

The emerging economic battle with hostile nations for the over- 
seas free world markets will not be won by legal attacks at home 
on these successful corporations, any more than it will be ‘‘atom- 
izing’’ our great corporations or breaking them into ‘‘not too 
big’’ industries. The fight of the free world to maintain superior- 
ity over the economies of totalitarian states, which appreciate and 
foster the development and growth of large industrial enterprises, 
requires the preservation and encouragement of successful and 
large concerns which have obtained their eminence primarily 
through superior products and marketing techniques. 

There:is an equal responsibility on American business in the 
conduct of foreign commerce. What is done contributes to or de- 
tracts from the respect which we receive throughout the world. If 
more and better goods and services are made available, and there 
is compliance with the antitrust laws in meeting foreign competi- 
tion, then our foreign trade and that of the free world as a whole 
can grow and prosper. 


= 


16. THE NATURE AND EXTENT 
OF FOREIGN COMPETITION 
IN AMERICA AND ABROAD 


George Donat* 


would just like to discuss competition, whether foreign or do- 

mestic, for reasons which I will go into as we go along. Though 
discussion of foreign trade and the debate of high vs. low tariffs is 
as old as the Republic itself, talk of foreign competition has in the 
past year gained a dimension previously unheard of. If not af- 
fected by it in our day-to-day business—as 75 per cent of Ameri- 
can companies seem to be these days—it is virtually impossible to 
pick up copy of a publication, whether this be a journal of general 
circulation or a trade or professional magazine, without bumping 
into a discussion of competition. Within the last four or five 
months entire symposia were devoted to the subject with some 
high powered participants, who expressed doubt about our true 
ability and willingness to compete. For example, Harvey Whidden 
of the Bulova Watch Company asks ‘‘What has happened to the urge 
to compete and the willingness to get down to work? They seem 
to have given way to the age of the goof-off.’’ Raymond Loewy 
says ‘‘Our state of plenty is nerve dulling. This happy land is not 
the safe continental pasture it once was.’’ Secretary Anderson 
said recently ‘‘The U.S, has little margin of competitive superior- 
ity,’’ and Roy Blough, formerly a member of the President’s 
Council of Economic Advisors, said ‘‘. . .the belief seems only 
too common in business and governmental circles that any industry 
in which we have ever participated should be enabled to outcom- 
pete the world and, if not abroad, at least at home.’’ As you see, 
many of the finest minds in this country have recently addressed 
themselves to this question of competition and quite a few of them 
see to agree on a number of basic premises, as regards the im- 
pact of foreign competition on our own economy. These points of 
agreement could perhaps be summed up in this way: 

1. Increasingly, Europe and Japan are in a position to out- 
compete U.S. producers not only in their respective markets and 


*George Donat, Manager, Overseas Market Research, Parke, Davis and Com- 
pany. 
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in third markets, but verily in the U.S, itself. The June 1, 1960 
Import Bulletin states: ‘‘Arrivals of manufactures and semi- 
manufactured stocks highlighted action on the import side during 
the past week with a heavy influx of wearing apparels, textiles, 
food specialty lines, and other such stocks.’’ Volkswagen sold 
38,199 passenger cars during the first quarter of 1960—68 per 
cent higher than the 22,786 sold during the same period last year. 

2. Competition from abroad can be expected to materially in- 
crease in the next five years in most manufactured lines. From 
1953 to 1959, America’s percentage in Free World exports de- 
clined from 17.1 per cent to 16.2 per cent. The European Com- 
munities’ performance during the same period shows an increase 
from 19.6 per cent to 25 per cent. In 1949 this country exported 
224,000 typewriters; in 1959, 50,600. During the same period, 
domestic sales of imports increased from 36,000 units to 454,000 
units. To place this in the proper perspective, U.S.-made type- 
writers during the decade increased from 490,000 to 740,000 units. 

3. The squeeze of more productive and efficient overseas 
manufacturers will force more U.S, capital abroad. A recent ar- 
ticle in the Wall Street Journal reports that Kaiser Aluminium will 
spend $20 million outside of the U.S. out of a total capital budget of 
$25 million; B, F. Goodrich has earmarked 20-30 per cent of its 
$50 million capital budget for facilities outside the U.S.—this is in 
contrast with $19 million spent in the last five years overseas; 
National Biscuit says the bulk of its $11 million capital expendi- 
tures will go into foreign plants; and Parke, Davis and Company 
will spend more than half of its $60 million expansion budget 
abroad. 

4. There is now general recognition that something must be 
done to close our balance of payments gap and in order to do so 
we must eliminate the remaining restrictions against U.S, im- 
ports and induce industry to vigorously pursue its export business. 
Beyond these broad areas of agreement it is rather difficult to ob- 
tain any degree of unanimity as to the dimensions or nature or 
solutions to the problem of competition. 

I have a hunch that our problem is not so much the threat of 
foreign competition but essentially our resistance to the idea of 
competition at all. Truly, all of us like to think of living in a free 
competitive enterprise economy and, I suppose, to a certain ex- 
tent we do. But how competitive do we really have to be domes- 
tically? Just the other day I reviewed the extent of concentration 
in some of our leading industries. Let me give you a few exam- 
ples: in aircrafts and parts, the leading four companies account 
for 50 per cent of the volume; in electrical machinery $8.8 billion 
out of $10.7 billion was accounted for by the first three companies; 
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in electrical household appliances $614 million out of $914 million 
was accounted for by the first three companies; in radio and tele- 
vision sets recording total sales of $2.700 billion, $1.700 billion 
were accounted for by the first three companies; in glass and glass 
products 75 per cent of the volume was accounted for by the lead- 
ing three companies, and so forth. 

While unquestionably, as in the automobile industry, a great 
deal of infighting and jockeying for position takes place between 
these leaders in their respective fields, they are working essen- 
tially against the same background and with the same ground rules 
in terms of size, costs, industrial and social environments, and 
product specifications. As against this, with few exceptions, Eu- 
ropean trade is far more fragmented, operating under a variety of 
surroundings with quite different labor and raw materials cost, ef- 
ficiency and management; thus rendering them far more flexible 
in terms of product design, specifications, trade terms, and sales 
vigor. As an example, the Turkish Government recently called 
for bids on five television stations. German and Japanese com- 
panies submitted bids at low cost with long financing terms; the 
Dutch jumped in offering to supply the appliance market at low 
cost from local production. We were unable to learn of any U.S, 
participation in either the bidding or planning for what appears to 
be a substantial appliance market. 

I suspect that having operated in a sellers market for a period 
of twenty years, U.S. industry and particularly that portion of it 
concerned with exports is having considerable difficulty readjust- 
ing itself to the arrival in the truest sense of the word of the buy- 
ers market. To put it differently, I question whether we are hun- 
gry enough to make the sacrifices necessary to effectively 
compete at home and abroad apart from occasional approaches to 
the Tariff Commission for higher import duties. There are of 
course a few sterling exceptions to this generalization. A prime 
example is the Chicago camera manufacturer whose major mar- 
kets today are the very countries where optical goods were first 
invented and marketed. Or the California musical toy maker 
whose sales quintupled in three years and one fifth of whose reve- 
nue is derived from royalties, based on licensed toy production in 
Japan and Germany. This sort of thing is impressive because it 
shows what can be done when people are really serious about 
maintaining a market position. But this is true not only in foreign 
trade; it is certainly even more true domestically. One of the 
great companies located in Minnesota increased its sales from 
$5.3 million in 1929 to $445 million in 1959. Its major competitor 
in 1929 quintupled its sales in the same period of time. It has 
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been said about this Minnesota company that it has not been con- 
tended to wean away customers from other suppliers. It has in- 
stead been able to create new markets, to create new demand for 
its old products and to create new demand for such products as it 
may from time to time develop. The success of this company has 
been nothing short of astounding and was based on two pillars: 
sales vigor and research and development. 

Now let us get back to our subject of competition; let me cate- 
gorize the types of competition to be disposed of like this. First 
is price competition. This will encompass all the consequences of 
manufactures abroad with high labor content or high degree of 
standardization. I would include in this typewriters, other office 
machinery, sewing machines, bicycles, simple electrical appli- 
ances, portable radios, etc. Competition in this area is likely to 
be more and more destructive to the U.S. manufacturer who does 
not maintain a well thought out and integrated program of new 
product development, cost cutting, and overseas investment. 

Second is the competition of quality. The durability and design 
of certain U.S.-made goods has gradually declined over the years 
to the point where the U.S. consumer prefers the foreign-made 
equivalent, the quality of which is continually improving. All of us 
know examples of this, but I would not wish to point in any partic- 
ular direction. U.S. industry is at last becoming quality control 
conscious and will in time be able to overcome this temporary 
disadvantage. However, in the meantime markets are lost abroad 
and shares of markets are lost here at home to aggressive Euro- 
pean competitors. 

Third is competition of flexibility. Here I would include the 
swiftness of the European and Japanese manufacturer to adapt 
himself to the wishes and whimseys of his customer. As an exam- 
ple, in the U.S, headlights and bumpers have to be of a certain 
strength; so that is the way they are supplied by the German manu- 
facturer although exactly the opposite specifications would be re- 
quired for, say, Switzerland or Germany. The Italians, for exam- 
ple, have been able to prosper in a large part of the world by going 
into partnership with local nationals and often concealing the 
Italian origin of the goods. I am not suggesting that we should fol- 
low this path, but it points up how far others are willing to go to 
compete, 

Lastly, and perhaps most critically, is competition in person- 
nel. By this I mean a well trained cadre of internationally-minded 
foreign traders who relish an assignment overseas, speak the local 
language and are steeped in the traditions and cultures of the 
countries whose business they hope to obtain. It would be most 
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difficult to do anything about this point, but it is well for us to 
bear in mind that this problem exists and places us at a certain 
disadvantage when competing with the French, German or English 
manufacturers. 

Having thus characterized the nature of this competition, let 
us quickly assess what effects it may have on us in the next few 
years. I think the ratio of our exports of manufactures as against 
raw and semi-finished materials will narrow, as it has over the 
past ten years. I think there will be significant shifts in the manu- 
factures we do export. We will lose out on standardized or routine 
goods, such as textiles, artifical fibers, standardized machine 
tools and office machines and electrical gear, agricultural ma- 
chinery and tractors, automobiles and spare parts, and standard 
chemicals. We can also expect an influx to a larger and larger 
extent of these very same goods into the U.S, too, I would judge, 
something over four per cent of our present GNP within the next 
five years. On the plus side we shall remain keenly competitive 
and even have an edge over the combined forces of foreign compe- 
tition in those products made by research-minded industries. 
Some examples: electronics, electrical equipment, professional 
and scientific instruments, advanced office and accounting equip- 
ment, automated machine tools, jet engines and aircraft frames, 
and patented chemical compounds, mostly in the petro-chemical 
and plastics fields. 

We shall have to adjust ourselves to the idea of consuming 
foreign-made products under the familiar U.S. label to a greater 
and greater extent. The consumer will certainly benefit by this 
and in the final analysis we are all consumers, Therefore, I do 
not view this tendency with any great alarm, so long as these im- 
ports are manufactured abroad by employing U.S. capital, thereby 
freeing the U.S, plant to manufacture the more advanced and novel 
manufactures which shall be exported as long as possible. The 
trend is certainly in this direction and those who are the keenest 
observers of the domestic scene are adjusting their company 
policy to this reality. It is now up to marketing management to 
develop the sales vigor and to redirect the thinking of essentially 
domestically oriented management to achieve the goals blocked out 
for us by the administration; that is to so increase our commer- 
cial exports that America can continue to have a stable currency 
and need no longer concern itself with a serious imbalance in its 
international payments. 
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MARKETING MANAGEMENT, 
INTELLIGENCE AND EDUCATION 


A. Marketing Management 


17. THE FUTURE MARKETING MANAGER: 
ABSOLUTE OR OBSOLETE? 


Theodore Levitt* 


E have heard here that we are in for a revolution in market- 

ing decision-making—that ‘“‘science’’ will no longer be some- 
thing done by men in white coats handling test-tubes in some dis- 
tant corporate laboratory. Science is infliltrating marketing. A 
variety of well-proved techniques, properly integrated and coor- 
dinated, will be able, in effect, to study marketing strategy prob- 
lems down to such fine points of balance that the manager himself 
may become obsolete in many decision-making areas. 

Now all this isn’t some wild concoction dreamed up by isolated 
intellectuals in ivy-covered universities. Every person on this 
platform is thoroughly involved in practical business affairs, 
either as a day-to-day practitioner or a consultant. A formidable 
amount of progress is being made in automating and programming 
things that just a few years ago we though could only be done by 
solitary human judgment. Machines have come very close to 
actually perceiving and judging. In shop machine work, for ex- 
ample, programs have been developed in which computers can 
identify slope relationships, line-segment sizes, angles, endpoints, 
and closed hooks in designs with much less information available 
to them than what the human brain needs to do the same job. 
Grimsdale, Sumner, Tunis, and Kilburn have written a program in 
which ‘‘a machine can identify characters in a random field that 
are barely identifiable by the human observer. The machine iden- 
tifies continuous segments, and characterizes lengths, slopes, and 
curvatures. It builds up its own recognition tables. When it gets 
confused, it gives a precise probability-like estimate of its con- 
fusion,’’ 

Indeed, things have gone so far that Simon and Newell assert 


that ‘‘within ten years...the digital computer... will be the 
world’s chess champion... will discover and prove an important 
new mathematical theorem... will write music... possessing 


considerable aesthetic value.’’ 


*Theodore Levitt, Lecturer, Harvard Business School. 
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It takes judgment to do these jobs, just like it takes judgment to 
make management decisions. If it can make other kinds of de- 
cisions, will it be able to make management decisions? 

Now we all know that in order to make decisions the machine 
has to be programmed and fed facts. But what has been suggested 
today is that by setting up simulation models for certain manage- 
ment problems, the machine can be geared up to solving syste- 
matically problems which formerly had to be left entirely to 
judgment simply because there was no other way for all the in- 
formation and strategic considerations to be synthesized. That’s 
what management did, and still does: it synthesizes a huge volume 
of factual information and strategic considerations and then makes 
a decision. We are now approaching the point at which a lot of that 
synthesizing can be done by machines. 


Several questions arise: 
1. Will this make the marketing manager obsolete? 
2. If not, what will be his future training needs? 


The answer to the first questions is ‘‘yes’’, it will make the 
marketing manager obsolete—that is, the marketing manager who 
does not recognize and actively work for the implementation of 
advanced decision-making types of simulation methods into his 
shop. We have already reached the stage in which the marketing 
manager who does not employ some systematic market research 
is obsolete. The marketing manager who doesn’t encourage and 
use this kind of research, but depends simply on his personality, 
his push, his intuition, his experience, and his fast reach for the 
luncheon tab—this guy is no longer getting the top jobs as fre- 
quently as he once did. Where he is now in a top job, he is more 
and more being put out to pasture. Now we are approaching the 
point at which the marketing manager who doesn’t encourage more 
elaborate system-building simulation of marketing problems will 
also one day be put out to pasture. The reason this will be is 
simply because the machine programs can help so much, They 
are already helping, as pointed out his morning, though a lot of 
doubts and problems remain; and we’re not going to get any quick 
miracles. 

But if these methods are now helping some of your competi- 
tors, and are not used in your shop, these competitors will surely 
have an advantage over you, just as the pioneers of marketing re- 
search had an advantage over their tardy competitors. And if 
these methods are not being used by your competitors, you will 
have an advantage over them by using them first. Some day all 
of you will be doing more elaborate type of marketing program- 
building. Then you will be all at the point you are now in market- 
ing research—the best research has the potential advantage. 
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In a moment I want to return to this level of argument to sug- 
gest something about the unique role of the manager once every- 
body employs the more sophisticated techniques that are now in 
the offing. Let us first, however, get to my second question. What 
are the training needs of the future marketing manager? 

What it probably means is that future marketing managers will 
have to be much better trained in research techniques and re- 
search ways of thinking. This is so because they will more and 
more become administrators of complex combinations of oper- 
ations research teams—telling them what to feed into their pro- 
grams, mediating among competing researchers with competing 
research disciplines, and mediating among line and research per- 
sonnel. The marketing executive who wants to avoid becoming the 
passive victim of strident research scientists who vigorously 
claim more and more ability to tell management what’s right and 
what’s wrong, will have to be able to talk their language, under- 
stand their techniques, coordinate their efforts, and direct their 
zeal, This is not a matter of protecting yourself against the push- 
ing ambitions of researchers, but against the contributions which 
a well-run research operation can make towards the success of 
your competitors. The best defense is a good offense. That 
means you must plan now to develop yourself and your subordin- 
ates in the direction of deveioping a strong research organization 
capable of doing the kinds of things we’ve talked about today. 

' Specifically, I want to emphasize that we are not talking about 
research in the sense of providing isolated and discrete pieces of 
information which management uses to make decisions, We are 
talking about the creative integration of information and strategic 
variables into computer-type models which juggle an incredible 
amount of data simultaneously to arrive at elaborately coordinated 
proposals for handling the entire mix of things that marketing 
management is required to do. The difference between this con- 
cept and what we presently call research is much like the dif- 
ference between an adding machine and digital computer, or like 
the difference between playing tic-tac-toe and playing three di- 
mensional chess. It’s a new and complex world, and a lot of ex- 
ecutives are going to have to pass through an awful purgatory in 
adjusting to it. 

Now let me return to the question of managerial obsolesence. 
One thing these new techniques will obviously do is to introduce a 
lot of systematic or scientific criticism into marketing decision- 
making. That is, marketing programs will be able more carefully 
to say whether a certain course of action is more or less desi- 
rable, and they will be better able to measure the performance of 
marketing management. 
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Surprising though it may seem, these statements themselves 
suggest one comforting thing, namely that there is going to be 
plenty of room for marketing management as such. Management 
will become more scientific in the narrow sense, but in the broad 
sense, it will continue to rely heavily on its own native judgment. 
But a lot of so-called middle-management functions will become 
routinized and handled by computers. Still, what the psychologists 
call the ‘‘behavioral aspects of management operations’’ will con- 
tinue to confront the executive, and he’ll have to deal with them as 
he does now. He’ll still have to work with people, coordinate them, 
mediate among them, and direct and inspire them. But the context 
will be different. In part management will be dealing with different 
kinds of people having different amounts of knowledge than they 
do now, people with different ways of looking at problems and how 
to solve them. It will be dealing with a lot of subordinates who 
are very keen indeed, and who maybe aren’t very happy being yes- 
men, 

But beyond that, I look forward to strategic aspects of decision- 
making actually becoming more important than ever, and on this 
level management will continue to exercise a powerful and in- 
escapable deciding influence. With all your competitors using 
similar decision-making techniques, your job will become increas- 
ingly more concerned with anticipating how they will act, how they 
will expect you to act, and how you will have to manage things in 
ways that outsmart their expertness. Decision-making will actu- 
ally become much more difficult in a way, with more and more 
wheels-within-wheels types of situations confronting you. If you 
know that your competitors know what you know, and that they know 
the same things about you that you know about yourselves as well 
as about them, how do you decide what course of action is best? 
You all know that you all have worked out the most sophisticated 
combinations of possible ways of doing things—of deploying your 
distribution organization, of using your advertising dollar, of 
scheduling new model and new product introductions, of salesman 
compensation, of coordinating inventories to demand cycles and 
production runs. Everybody may possibly be figuring out not only 
his own optimum marketing program, but also his competitors’. 
Then what? How do you decide then? At this hazardous point in 
the road the machine can figure courses of action based on this 
knowledge of strategic maneuvering. It can figure probabilities of 
least, most, intermediate success and failure. It can figure min- 
imax solutions—that is, it can figure out how to minimize the 
maximum risk or maximize the minimum advantage. Indeed, it 
will have to do these things. But in the end, management must 
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decide which way to go, and at times it will want to go counter to 
what the machine seems to be suggesting, simply because you 
know your competitors have worked out the same solution. But 
should you go counter to the machine’s suggestion, or should you 
follow it because you know that your competitors will expect you to 
go counter? Or should you go counter because you think they 
expect you to follow it because they know you know they know that 
you will go opposite of what they expect? At this point perhaps 
there is no room for either science or judgment. A flip of the 
coin is probably the best solution. 

What does this mean? Does it mean that the future marketing 
manager will just be a coin flipper with a key to the executive 
washroom? 

It is conceivable that in some simple situations he will be. But 
all situations are very complex, with lots of choice for varying 
the mix and timing of the variables that go into marketing choice. 
Moreover, it is because of this introduction of sophisticated pro- 
gramming devices that the greatest premium of all will be on the 
imaginativeness and creativity of marketing management. With 
equal research and programming skills, the firm of the future 
which fares best is the one which has fared best in the past— 
namely, the one with the greatest ability to think up new and novel 
ways of providing customer satisfactions, ways that enable it to 
take off prophetically from the sophisticated launching pad pro- 
vided by computers and simulation models. Your prophetic in- 
sight will still be your most valuable tool, but only if you have 
provided yourself with that minimum competitive equilizer, the 
sophisticated launching pad. If you haven’t done that, no amount 
of imagination can save you from being immolated in your own 
crude guesses. The job of marketing management today is to 
prepare to get its launching pad. 

But it isn’t its only job, nor a description of its future function. 
Marketing management is not going to be obsolesced by systems 
analysis or digital computers, though lots of problems it now 
solves with so-called ‘‘judgment’’ will come into the analytical 
orbit of more sophisticated problem-solving techniques. Where 
the marketing management will continue to rule in the future, and 
where, indeed, he must exert more power to rule today, is in the 
vast and global area of corporate management in general. The 
business organization is an organism by which those who run it 
get satisfaction, those who own and work for it get income, and 
those who deal with it presumably get other sorts of benefits. 
In the ultimate sense its future depends on its capacity to provide 
a continuous stream of value satisfactions for its customers. And 
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this requires the business organization to be continuously and 
thoroughly customer-oriented. It is the primary job of marketing 
management to provide that orientation, to systematically direct 
the company toward the constant high-level fulfillment of that 
goal. As such, marketing must view itself not as just another 
business function, but as an encompassing view of the entire busi- 
ness process. The job of marketing management is to generate 
ways of company thinking which constantly point the company to- 
ward the provision of customer value satisfactions in greater 
abundance, in greater variety, and with greater imagination and 
audacity. Far from becoming obsolete, marketing management is 
destined to become absolute in the corporate pecking order. Un- 
less the marketing view of the business function does become 
absolute, the company will become obsolete. The new ways of 
analyzing and studying marketing operations that we have dis- 
cussed today will obsolesce only the marketing manager who 
thinks of his job as a narrow business function, He who views it 
as encompassing the entire business process will use the new 
decision tools as part of his arsenel of power, of strength, and of 
managerial achievement. 


18. MARKETING DECISION MAKING: 
A MANAGEMEMENT REVOLUTION 
UNDER WAY 


Charles C. Slater* 


HEN one thinks of a revolution in marketing decision-making, 

the parallel of the Industrial Revolution comes to mind. Eco- 
nomic historians now, in retrospect, seem to agree that one of the 
inventions that triggered the Industrial Revolution was the develop- 
ment of coordinated specialization of production. With this co- 
ordinated specialization of production it was possible to make 
interchangeable parts, thus gaining the increase in output that this 
system permits. Evidence indicates that a similar revolution has 
begun to emerge in the marketing field—the coordination of 
specialists in marketing working together to solve large-scale, 
fundamental marketing problems. 

This development in marketing decision-making appears to me 
to be a coordination of presently available skills far more than it 
is replacement of present skills by new methods. In order to place 
these developments in the appropriate perspective, the very signi- 
ficant contributions of research studies based on individual disci- 
pline approaches must be fully recognized. Behavioral scientists 
making studies in depth of sub-optimal problems have yielded 
important contributions to marketing science. Studies of con- 
sumer attitudes and behavior and the more recent developments in 
the study of consumer motivation could be cited at length—each a 
contribution to the solution of specific marketing problems. Many 
are contributions to the general understanding of human behavior. 
The importance of the individual study based on the approaches 
found in one of the social sciences is in no way depreciated by this 
emerging coordination. Sub-optimal studies based on each of the 
behavioral sciences will continue to be of value but a new level of 
marketing problem is emerging, one that requires application of 
several science approaches. The ability to tackle problems as 
broad and basic as, for example, ‘‘What is the optimum long-run 


*Charles C. Slater, Director of Consumer Marketing Services, Arthur D. 
Little, Inc. 


173 


174 DYNAMIC MARKETING FOR A CHANGING WORLD 


distribution system for a particular large firm?’’ or ‘‘What is 
the optimum distribution of sales effort among several market 
outlets over the next decade?’’ require that the research be the 
product of specialists working as a team. 

Merely recognizing the need for information that is beyond the 
technical capacity of any one of the several research disciplines 
involved does nothing more than provide the incentive for co- 
ordination. In my opinion there are two factors that have been 
crucial in the development of coordinated research. First, stu- 
dents of each of the behavioral disciplines seem to be growing in 
their awareness of the fact that all of the other disciplines share 
the same basic scientific method of testing hypotheses. Behavioral 
scientists with specific training in sociology, psychology, cultural 
anthropology, economics, and marketing as well as the newly 
emerging discipline of operations research can all communicate 
effectively and relatively economically with the language of sta- 
tistics. Thus, there is the possibility of exchanging information 
about their work and sharing as specialists in the tasks of hypo- 
thesis generation, research design, and the testing of these hypo- 
theses. Furthermore, certain of the specialists trained in mar- 
keting and economics are capable of working on the assignments 
closely enough so that they get some grasp of all the research 
procedures employed and at the same time can undertake to guide 
the implementation of research findings. 

The whole family of new data processing techniques is the 
second innovation which has made possible the revolution in mar- 
keting decision making. These techniques make it possible to test 
many propositions that had been treated as only academic and 
marginal possibilities before the development of the data proces- 
sing capacity of modern electronic machines. 

I have had an opportunity to observe some of the modest be- 
ginnings in our own organization of these more general and broad- 
er joint attacks on marketing problems. The following two cases 
illustrate the interdependence of the separate specialties in the 
behavioral sciences working on what appear to be fundamental 
rather than sub-optimal marketing problems. Most of these 
techniques are not new to the major utility and energy industries. 
Petroleum companies have for some time been utilizing these 
techniques in dealing with problems of minimizing supply costs 
and at the same time trying to gain share in their markets. 

The first case deals with a consumer goods manufacturer 
selling in an oligopolistic market with independent distributors 
and retailers handling their product. The industry is character- 
ized by rapid product modification to achieve minor and seemingly 
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temporary differentiation. The study was prompted by the Long- 
range Planning Committee composed of young executives ofa large 
corporation who were asked to recommend the optimum product 
policy, distribution policy, and merchandising plan for the corpo- 
ration over the next ten years. In effect, they were charged with 
the responsibility of developing a long-range marketing plan for 
the corporation. We were asked to aid them in organizing broad 
theses which could be tested and thereby develop an over-all long 
range marketing plan. 

First, a man trained in marketing indicated that in his opinion, 
the changes in distribution channels that had been observed re- 
flected a growing consumer appreciation of the differences in the 
costs of physical handling of large outlets versus small outlets. 
Many important consumer attitude problems could be studied to 
probe further into this proposition, but for purposes of these 
studies these questions were temporarily held in abeyance and the 
proposition was accepted that consumers are willing to go further 
to shop in order to get to the necessarily larger and lower priced 
outlets. Reasoning from this, it was decided that lowering costs 
of physical handling all along the channels of distribution would 
improve their brand’s chances of being the best comparative value. 

An operations research specialist was the next contributor in 
the sequence of this study. A transportation model with nearly a 
dozen production points and an additional near dozen distribution 
centers was planned to identify nearly one hundred wholesale 
distribution points. Then an economist, using multiple regres- 
sion methods, developed a forecast of demand for each major 
product for the next ten to fifteen years for each of the nearly one 
hundred local markets. One of the inputs to this regression was 
a periodically conducted survey of purchase intentions and replace- 
ment schedules for the products. Thus, measurement of demand 
changes over time required the interdependent actions of eco- 
nomists and marketing survey specialists. 

One other aspect of the problem brought into play marketing 
specialists concerned with the costs of selling and why it varied 
from area to area. Their study considered variations in the cost 
of selling by area and established an estimate of the rate of change 
of sales cost with changes in volume. The increase in sales cost 
for a given increase in volume was, in fact, greater in some areas 
than in others. This information together with the information 
from the economic forecasts of aggregate demand were employed 
in the transportation model to determine the optimum locations for 
sources, routes and destinations for all products—and the optimum 
distribution of promotional expenditures among the many market 
areas. These studies are providing a general frame of reference 
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for the firm to continuously refine their physical distribution plan 
and to assess the relative effectiveness of their sales expenditures 
in each market. 

The product line policy remained to be considered. This work 
is now being pursued in two separate but interdependent attacks. 
Production cost changes due to changes in product line modifi- 
cations are being examined by the use of linear program of the 
plant system. While simulation permits examination of changes 
in inventory and production cycles, the impact of changes in product 
line upon market penetration and marketing cost must be as- 
sessed by test markets. In this phase of the work it is planned to 
deliberately thin down the varieties of products offered in selected 
markets and see whether the loss in sales offsets savings in pro- 
duction. 

This illustration of interdependent work by behavioral re- 
searchers trained in various disciplines tied the work of half a 
dozen separate fields together to answer fundamental questions of 
marketing policy asked by management. To be sure, this treat- 
ment falls short of considering strategic gains due to sharp shifts 
in policy that could mislead competition and it falls short of 
providing answers to the quest for creative advertising themes. 

In the second case a large firm asked us to examine by this 
interdisciplinary approach the problem of establishing the opti- 
mum market share objectives for several marketing outlets. This 
is a firm with operations in many areas. On the one hand, the 
problem consisted of establishing the hypothetical operating costs 
that would be associated with changes in relative importance of 
the several operations considered. The other side of the problem 
consisted of determining the changes in sales performance that 
were associated with variations in sales effort. In this way we 
were able to establish the likely levels of sales expenditures that 
would be required to compensate for loss of volume that might 
be expected to result from market organization changes. 

First, the estimate of cost reductions due to consolidation of 
operations was put in the hands of engineers trained in economic 
procedures. The determination of the changes in sales costs 
associated with variations in sales effort was made the responsi- 
bility of economists interested in marketing problems. Several 
questions remained that had to be answered by survey research 
approaches. For instance, would there be added costs due to 
dealer defection if marketing policies were changed? Were the 
observed variations in the apparent efficiency of marketing effort 
of competing sellers due to measurable differences in consumer 
attitude, or must the variation be treated as the random influence 
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of unexplained variation? A group of survey research people 
worked on these aspects of the problem. Finally, a very simple 
simulation model was devised that permitted us to examine the 
profitability likely to follow from various alternative courses of 
action. The important point to be drawn from these two very 
limited examples of coordinated research is that they are attacks 
upon fundamental marketing decision problems and not isolated 
studies of sub-optimal problems. 

I do not hold either of these examples up to be unique, nor do I 
consider them to be outstanding examples of research procedure, 
but they do represent a new kind of marketing study, a study which 
depends on the interdependent activity of marketing research 
specialists trained in several different behavioral sciences. Other 
similar instances could be cited of very broad and penetrating 
questions being asked of marketing research people. Management 
is beginning to ask broader questions and the researcher is given 
a chance to solve problems that optimize long run profitability of 
the firm rather than researching to find the answer to small and 
often transitory problems by independent and uncoordinated use of 
specialists. 
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19. MANAGEMENT IN THE 1980'S 


Thomas L. Whisler* 


MERICAN businessmen are not usually in the habit of looking 
backward. Wrapped up in the problems of the present, and 
engrossed planning for the future, they cannot often afford leisure- 
ly reflection upon where they have been earlier. Thus, business 
executives may not realize the changes in management philosophy 
and thinking that have occurred since the end of World War II and 
in the kinds of knowledge and technique which they must bring to 
bear upon the problems that face them. 

Whether or not the business executive of today has any clear 
sense of the changes in his world in the last 15 years, he cannot 
help but be aware that the management scene currently is domi- 
nated by a strong interest in the use of new techniques of infor- 
mation processing and analysis. At the very least, he’s conscious 
that the age of the computer seems to have arrived. Many ex- 
ecutives at this moment are having to make decisions about whether 
to install an electronic computer. When these executives seek to 
learn what experience others have had it often becomes clear that 
a high degree of uncertainty about the purpose and the effects of 
the computer exists at all levels in business today. I will make a 
brief exploration of the possible implications of these new tech- 
niques (which I shall label ‘‘information technology’’) for business 
management in the next two decades, concentrating particularly 
upon the changes in management organization structure and in 
management tasks which I think will follow from extensive appli- 
cation of information technology. These ideas are only partly 
mine. Professors Harold J. Leavitt of Carnegie Tech and George 
P, Shultz of the University of Chicago have contributed many ideas. 
I will also speculate a little about the impact of this technology 
upon the role of the marketing executive. 


*Thomas L. Whisler, Associate Professor of Industrial Relations, Graduate 
School of Business, University of Chicago. 
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What is Information Technology ? 


The techniques for processing and analyzing information which 
has developed since World War II can be described in many ways. 
Primarily three areas of activity are involved: 1) the use of 
mathematical and statistical methods, with or without the aid of 
electronic computers, 2) the use of computers for mass integrated 
data processing and 3) the direct application of computers to 
management information and control systems. There are some 
additional applications of the computer - to scientific problems in 
the laboratory, and to engineering design problems in building 
bridges, electric motors, transformers, etc. 

The development of operations research techniques, of linear 
programming, of the applications of gaming theory and queuing 
theory was an outgrowth of work done in government activities 
in World War II. Not until about 1956 did we see any serious appli- 
cation of these techniques to a substantial part of the business 
community. There are several reasons for this. For one thing 
the quantitative decision techniques I have just mentioned require 
an enormous amount of computation in many cases. Until the 
computer appeared, the techniques were possible but uneconomic. 
The lag in the use of the computer itself is a little harder to under- 
stand. A business-type application of the computer on a large 
scale appeared in the early 1950’s. This was the UNIVAC appli- 
cation in the Bureau of Census. But not until 1956 did any size- 
able business interest in the computer develop. Perhaps the 
computer is so different from previous developments that business 
has difficulty assessing it. Since that time interest has mush- 
roomed. There are today nearly 500 large computers and nearly 
1500 medium size computers in operation in business, as well 
as many smaller ones. In addition, an enormous backlog or orders 
for computers exist. All this has occurred within four years, 

The new technology combines a number of techniques for rapid, 
detailed analysis of enormous amounts of information, and for the 
application of powerful mathematical tools to complex decision 
problems in the management area. Clearly the dominant part of 
this technology is the digital computer. It’s technical potential 
is tremendous. Many believe that it can solve problems which lie 
beyond the capacity of classical mathematics. It can store, 
classify, combine, retrieve and otherwise manipulate large amounts 
of information very rapidly. It would take enormous numbers of 
people to do the same task, in many cases. These numbers would 
introduce severe problems of coordination motivation, and organ- 
ization. Consequently, the introduction of the computer may 
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eventually strike at the heart of the fundamental management tasks 
of organization and decision-making. The computer, in some 
people’s judgment, can be set up to do what we call thinking or use 
of judgment in the case of humans. The machine can play chess, 
it can evolve proofs for theorems in symbolic logic, and—most 
important—it can learn to do this better in successive efforts. 

The technical limitations of the computer at the present time 
are substantial, but researchers seem optimistic about solving 
them. The economics of computer use is another matter. What 
is technically possible may be economically foolish. 


The Effect of Information Technology 
on Decision-Making 


The new technology demands quantification in decision-making. 
The techniques involved in this technology feed on numbers and on 
systems—the elements of which are explicit and unambiguous. A 
new jargon arises: Men talk about ‘‘decision models’’. Really 
what they are doing is asking for explicit and precise presentation 
of the way in which managers have always thought about decision 
problems. 

Another effect on decision making grows out of the fabulous 
capacity of the computer to handle information. It becomes pos- 
sible to broaden the scope of every decision made, to include con- 
sideration of many aspects of business activity within and without 
the firm which had to be excluded from consideration previously 
to keep the problem within bounds. A man can think about only a 
few things at once. The machine can go much beyond this. Use of 
the computer may enable the large corporation to move quite a way 
back toward the happy situation of the small company, where the 
man at the top can consider all aspects of his business in making 
any decision. Day-to-day factual information will tend to flow to 
higher and higher management levels under the impact of this new 
technology. As a consequence, decisions should achieve a new 
visibility in the larger organization. In all companies, it seems, 
there is a tendency to wait and see. Decisions sometimes are put 
off until most of the real alternatives have been buried by subse- 
quent events. It may become increasingly difficult in the future 
for a management to get away with such organization stalling. 

The increased speed with which information can be processed 
should have a strong effect upon management planning. Putting 
the computer into decision systems makes possible continuous and 
rapid feedback of information from the environment to decision 
points in the firm. An analogous arrangement in a completely 


MANAGEMENT IN THE 1980’s 181 


different situation is the automatic fire control system on anti- 
aircraft guns. With rapid and comprehensive feedback the firm 
can rapidly adjust to new conditions. The planning period should 
be greatly reduced and the risks inherent in forecasting reduced 
substantially. Examples exist in today’s business where the new 
techniques have shortened the planning of production schedules 
and personnel schedules to a few days, from a former monthly or 
bi-monthly cycle. 

Hopefully, we might expect that the rapid dissemination of in- 
formation throughout a company may help to develop some com- 
mon objectives among those people working in the company. Com- 
mon goals or purposes require a supporting communication sys- 
tem which provides information of the right kind at the right time 
and place, for common action. Perhaps this will become more 
feasible in the future than it has been in the past. If so, better 
teamwork at the management level will result. 

A word of caution is in order. A human tendency is to swing 
too far with a new change. In the case of applying information 
technology to business decisions one danger is that an over-em- 
phasis upon the value of quantitative analysis may develop. An- 
other is that the rather interesting and sophisticated systems which 
are being developed may become rigid, that those who built them 
may not be willing to treat them as tentative, and subject to im- 
provement. Along with the remarkable opportunities to improve 
decision-making which management is offered by this technology 
come the dangers against which management must guard. 


The Impact On Management Jobs 


The changes which this technology will make—and in some 
cases has already made—in management jobs and management 
organization are hard to describe in simple terms. Different 
people will be affected differently. We might describe some of 
the probable effects on certain major classes of jobs. 

The information technologists. The people directly involved in 
applying the new skills and new machines are at the present 
scattered throughout the organization structure of those com- 
panies which are taking active steps inapplying the new technology. 
Their roles are poorly defined, with some having minor occasional 
duties as special advisors and others actively engaged in effecting 
major changes in information systems, changes which in turn 
strongly affect their fellow managers. Certainly the direction 
which their roles move in their respective companies will depend 
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in part upon the atitudes of the top management of these com- 
panies and upon the ability and astuteness of the information tech- 
nologists themselves. 

Despite these differences however, the information technolo- 
gist’s job should in most companies develop into a fairly high 
level planning job in the upper reaches of the firm’s management 
structure. Computer and associated techniques are potentially 
important planning and coordinating tools in the hands of top man- 
agement. The information technologist may be expected to provide 
leadership in organizing and systematizing the latest information 
available to the firm so as to provide management with clear-cut 
decision alternatives and with accurate feedback about the com- 
pany’s operations. This technologist probably will also inevitably 
find himself involved in devising internal arrangements and rules 
to achieve company goals in this maximum efficiency. Conse- 
quently, he should eventually play a very important organizational 
role. 

Functional ‘and research planning jobs. Many of the larger 
firms today have a range of jobs which can be classified as re- 
search or planning, usually identified with one or another of the 
firm’s major functions such as marketing, finance, personnel, 
production, and economic analysis. The powerful integrating effect 
of information technology probably will tend to move people in 
such jobs closer together and to wash away some of their de- 
partmental identity. Undoubtedly at the same time it will tend to 
move them and their analytical work higher up in the organization. 
In one firm of which we have knowledge, the effect just described 
has eliminated all staff people in functional departments, placing 
them in one planning department. As a matter of fact the develop- 
ment of ‘‘operations research’’ in government during World War 
II was uniquely characterized by bringing together specialists of 
all kinds in solving a complex problem. 

Certain other jobs a little closer to the operating level than the 
research jobs are those involved in production scheduling, in- 
ventory control, routine purchasing, etc. People in these jobs 
now perform a sort of translation or breakdown task, where they 
turn major plans into specific programs of action. Very often 
these jobs can be programmed right into the computer and com- 
pletely eliminated. Even such a job as shoe buyer, however, which 
in the minds of many people in the shoe business involves a great 
deal in intuitive judgment, is apparently programable (from the 
experience of one company) in the same way as is a prodiction 
scheduler’s job. All this suggests substantially increased and en- 
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larged staff activities at the upper management level with a re- 
duction of certain planning jobs in lower operating levels. 

Lower and middle level supervisors. The line supervisors job 
is partially one of planning and—perhaps for the most part—co- 
ordinating the activities of those under him. As information tech- 
nology takes hold it seems logical and inevitable that more of the 
planning will be taken out of his job all the time. As larger sys- 
tems of control are developed, the possibility of leaving to the 
local supervisor substantial autonomy in planning diminishes. 
Consider the great reduction in planning freedom of the factory 
foreman under the impact of Taylorism. Information technology 
operates at a substantially higher level than did the production and 
planning techniques of Taylorism but has many of the same char- 
acteristics. Consequently, we would expect the ‘‘programing’’ of 
tasks to occur now at a middle management level. One man ina 
large corporation with extensive experience in the new systems 
characterizes the effect of information technology as the inte- 
gration of small systems into larger ones. ‘The people most af- 
fected by such integration, he finds, are those who formerly co- 
ordinated the smaller systems. As the integration proceeds more 
and more people in jobs at middle management levels are affected. 

The content of the middle level supervisor’s job might be ex- 
pected to become largely transmitting information to and moti- 
vating as best he can those people under him. At the same time 
he will retain some responsibility for discerning the patterns in 
his immediate environment which are important to the welfare of 
the firm. These patterns become input information to the new 
systems. Such activity is vital to the successful functioning of the 
new technology. Hence, it would seem that even though the num- 
bers of jobs at the middle management level may diminish, and 
that many planning activities may move to high levels, those mid- 
dle managers who remain will play an important role in the oper- 
ations of the firm. 

Top management. Top management will retain under any sys- 
tem of information analysis the basic responsibility for the sur- 
vival and growth of the firm. But if this new technology succeeds 
in pushing the flow of information higher in the firm and succeeds 
in focusing clearly upon the alternatives available to the top man- 
ager then substantial recentralization of control shouldresult. The 
top manager will be under greater pressure than ever to keep 
effective control of his business and to make intelligent decisions. 
The range of information he may have to deal with raises inter- 
esting speculations about the impossibility of relying upon a single 
top executive, as has been past practice. In many companies today 
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there is evidence that decision teams are developing at top levels. 
Who the members of these teams may be in the future is con- 
jectural. But high level information technologists may well be 
part of such teams along with men whose extensive experience in 
directing the activities of corporations qualifies them in the tra- 
ditional sense for positions of leadership. 

The marketing executive. One executive whose job may be 
substantially affected is that of the chief marketing executive. As 
all of those present at this meeting are well aware, his job has 
changed remarkably in recent years. His leadership role has 
gradually shifted from emphasis upon personal inspiration and 
motivation of others to primary concern with organizing activities 
and developing a marketing team. Planning has become less and 
less an intuitive act and more and more a matter of research. 
The contributions of economics, statistics and psychology to the 
solution of marketing problems have been growing steadily. At 
the same time the executive has had to face the challenge of 
learning and understanding, at least partially, what these disci- 
plines involve. 

Information technology may simply accentuate these already 
existing trends. The concern of the information technologists for 
learning the rules guiding major policy decisions and operating 
decisions will put the marketing executive and his staff under 
substantial pressure to think out clearly and fully their strategies 
and their decision rules. The executive’s own staff may have in 
past years been aiming at getting him to do these same things, 
but he has previously had the privilege of deciding how far he 
wishes to carry such explicit analysis. As information technology 
takes hold in a company, its effect, as we have noted, is to begin 
to ‘‘knock holes in departmental walls.’? Consequently the mar- 
keting executive may find his job becoming more and more closely 
interrelated with the functions supervised by other executives. 
Just how far this will go no doubt depends on the relation of mar- 
keting, production and other activities of the particular company. 
In one case, however, the apparent affect already has been to 
combine the production and marketing functions under one ex- 
ecutive rather than having them under the control of two top level 
men, 

It has certainly been apparent to most people for many years 
that all functions of the firm are inter-related and that the deci- 
sions made in any department affect the outcome of decisions in 
any other. The perpetual organization question has always been 
how often and under what conditions joint and coordinated efforts 
will be made, and to what extent individuals may act independently. 
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With the shortening of the planning period in the business firm and 
with the integration of planning activities, the old method of doing 
business, where long range sales forecasts were prepared and 
where shorter production planning schedules were derived from 
them may change sharply. The constant rapid feeding back and 
forth of sales and production information may make joint planning 
essential on a short run basis. The more sophisticated use of 
cost analysis and cost data with its obvious effects upon price 
policy points up one other area in which the marketing executive 
may find himself more and more in continuous and close contact 
with another top level functional executive. 

Out of this close association will develop a need, surely, for a 
more effective team operation amongst top level executives. They 
will have to understand their own functions better, and, in addition, 
to have an increasingly clear picture of the interrelationships of 
all top level decisions. The role of the information technologist 
in communicating this information in intelligible fashion, and in 
interpreting it and utilizing it, is clear. But as information is 
shared, and decisions made jointly, some independence is inevita- 
bly lost. In short, a new mode of executive behavior may be in 
store for tomorrow’s marketing man. 

There may be some further changes inside the marketing func- 
tion itself. In line with some of the previous comments, a growth 
in emphasis upon research must be expected. The nature of the 
research techniques may change also. Certainly, if the operations 
research man begins to move into marketing research areas the 
use of econometrics, of simulation techniques, and of other oper- 
ations research techniques will gain in importance, perhaps at the 
expense of the clinical psychological analysis which has been pop- 
ular in recent years. However this sort of development proceeds, 
the growth in importance of the research function seem inevitable. 
The vital importance of the data which the marketing research 
man can gather as input information to firm’s information sys- 
tems should make this manager’s role quite significant. 

If these speculations are even partially correct, one can see 
the strong likelihood of a new kind of marketing man dominating 
the American scene in the future. The kind of skills he will need 
and his relations with other people inside the firm, the kinds of 
knowledge he needs to analyze the world outside the firm, all have 
their implications. For example: 


Will selling experience in the field still be regarded as 
important in the training of a young man as it once was? 
Will it turn out that knowledge of information technology, 
of quantitative decision techniques, of mathematics and 
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statistics, may bulk larger in the selection of an up and 
coming marketing executive in the future than it has in 
the past? 


What sort of compensation plan does one develop ina 
world in which the vital role is played more and more 
by a man with extensive planning and analysis skills? 


If the marketing people, especially in the research arm, 
must work in increasingly closer cooperation with spe- 
cialists in other areas, will team compensation arrange- 
ments replace the more traditional salary and bonus 
plans? 


All these questions and others are largely unanswerable at the 
moment. We hope that some research just getting underway at the 
University of Chicago, will provide some insight into what has 
already happened. It may be difficult to spot trends for quite a 
while yet. 

The production function of the business has experienced a 
greater impact from information technology. Other functions such 
as purchasing, materials control, and personnel have also been 
changed to a greater degree probably, than has marketing. But, 
it seems to me, that this results not from any special quality of 
the marketing prceblem and the marketing function but rather from 
a historical accident. It was in the production area where the 
first applications of automation occurred. It was here where the 
kinds of skills that today are looming ever larger were located 
originally—the skills involving mathematics, statistics, and engi- 
neering. There even may have been a tradition at work—that 
making things is a simple problem, like playing a game of check- 
ers, while selling things is essentially an art, mystical and mys- 
terious. 

The skimpy evidence to date makes one very suspicious that the 
marketing function when once attacked with vigor is subject to the 
same rationalistic and precise kinds of analysis that any other 
function in the business is. The marketing executive of today 
should, at the very least, regard this as a likely possibility if he 
is to insure that he will be the marketing executive of tomorrow. 


Part Three 


MARKETING MANAGEMENT, 
INTELLIGENCE AND EDUCATION 


B. Marketing Intelligence 
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20. HOW CAN THE RESEARCH 
DEPARTMENT ADAPT TO 
NEW DEMANDS FOR 
INFORMATION? 


Wendell R. Smith* 


| certainly support what appears to be the major hypothesis to be 
explored by this session, namely, that the demand for the kinds 
of information that can be developed by marketing research is 
changing both from a qualitative and from a quantitative point of 
view. The reason for the quantitative expansion of demand is quite 
obvious: it flows logically from the rather widespread trend 
toward acceptance and installation of the marketing management 
concept which places a premium upon effective marketing planning. 
More fundamental than the quantitative change, however, is the 
expansion and the change in the nature of informational require- 
ments. This has important implications with reference to the 
organization of the marketing research function and its positioning 
within the company or the operating division. 

If we accept the rather simple concept that the function of 
marketing research within the firm is that of providing the infor- 
mational and analytical inputs necessary for: (1) effective plan- 
ning of future marketing activity, (2) effective control of mar- 
keting operations in the present, and (3) effective evaluation of 
marketing results; the change can be identified quite simply as 
terms of an across-the-board quantity increase in demand as- 
sociated with a requirement for both increased quantity and vastly 
improved quality in the inputs required for successful conduct of 
the planning operation. As a matter of fact, in some companies 
the conventional marketing research associated with control of 
current operations is being assigned to separate groups (Sales 
analysis, Market Statistics, etc.), some of which are administered 
by the Director of Marketing Research, and some of which are 
becoming identified with the Controller’s office. 


*Wendell R. Smith, Director, Marketing Research and Development, Radio 
Corporation of America. 
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More and more, it seems to me, the image of marketing re- 
search is becoming the image of a function that can introduce 
rationality and reduce the risks associated with the forward plan- 
ning that has become so essential as the price of success in 
today’s complex and ever-changing market situation. This is in 
sharp contrast to the image of the green eye shade and the com- 
piling of voluminous data presented as a ‘‘service to manage- 
ment,’’ 

What, then, are the changes that must occur, or are occurring, 
in connection with the orientation of marketing research towards 
its changing responsibility? 


1. Recognizing the age-old truism that you ‘‘start from where 
you are,’’ marketing research must tool up to furnish on a con- 
tinuing basis a more detailed and more meaningful profile of the 
company’s market position at the beginning of the period for which 
plans are being developed—position with reference to market 
saturation, market share, within the market segments and with 
reference to many other factors. These inputs are the foundation 
upon which effective marketing plans can be built. 

2. By clarifying the picture of the expected future behavior of 
the economy, the industry, key competitors, and consumers or 
users; marketing research must be responsible for the availability 
of the forecasts and the projections on the basis of which realistic 
goals and feasible objectives to be achieved by the marketing 
program can be determined. In connection with this responsibility 
we must enlist the aid of the behavioral scientists, the financial 
analysts, and all others who can contribute to the precision and to 
the durability of such forecasts. 

3. Once goals and objectives have been defined, marketing 
research must supply and analyze the information necessary for 
the construction of the bridge that links present position with the 
future goal—the bridge that we call marketing strategy—the 
strategy that describes in broad brush and in quite general terms 
the means by which we expect to get from we are to where we want 
to be. 

4. Marketing research must also furnish the inputs of data and 
analysis required for the development of the nuts and bolts of the 
marketing plan by spelling out the portion of the marketing task 
that can be achieved by advertising and promotion, by personal 
selling, and by the other marketing tools at our disposal. 
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Obviously, successful accomplishment of these activities will 
necessitate some changes in the organization and the capabilities 
of the marketing research department. Some of the more obvious 
of these changes are: 


1. Bringing those who are responsible for the planning and ad- 
ministration of marketing research activities into intimate contact 
with the decision-making process. Increasingly, I think, the 
administrative haed of marketing research for the operating unit 
will become an active participant in decision making by becoming 
the vehicle through which the increasingly complex and technical 
work done in marketing research can be communicated and applied 
to the development of marketing plans and programs. Marion 
Harper of McCann-Erickson called attention to this need in very 
dramatic fashion in this year’s Parlin lecture delivered to the 
Philadelphia Chapter. Not only does the decision-making con- 
ference table require the presence of the marketing research 
administrator as a communicator of research findings to manage- 
ment, he must have sufficient involvement in decision making to 
become able to carry back to his department the specifications of 
that research program which will be most productive. Communi- 
cation? Yes—two-way communication. 

2. The increasing requirement that marketing research have 
a level of involvement in planning and decision making has impor- 
tant implications with reference to the organization of the function. 
It means that marketing research, generally speaking, must be 
centralized or decentralized to the degree that marketing manage- 
ment and general management are centralized or decentralized. 
To the extent, of course, that this proximity to decision making 
may impair effectiveness by imposing unrealistic limitations upon 
the size of a particular research operation, compromises will 
have to be made. 

3. I think it also follows that marketing research departments 
within the firm, both at the divisional and corporate levels, will 
tend to become somewhat more dependent upon outside services 
for performing discrete portions of the total marketing research 
task. The volume of marketing research currently being carried 
on within our economy has given rise to the development of a wide 
range of outside services that have economies of scale and are 
causing the research director’s ‘‘make or buy’’ decision to be 
made somewhat differently than has been true in the past. 

4. Finally, to the extent that marketing research within the 
firm can respond to the invitation to shift its major impact from 
current operations to the planning of future operations, its acti- 
vities should become somewhat less hectic and more capable of 
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being planned or programmed. I am not naive enough to believe 
that any research department will completely escape the ‘‘fire 
department’’ end of operations that take so much of the time and 
energy of all of us. Any change in this direction, however, will 
I am sure be welcomed. 


In summary, it is my belief that departments of marketing 
research will continue to adapt to new demands for information by: 


1. upgrading and diversifying the capabilities represented 
within the department, 

2. becoming more closely identified with future planning, 

3. integrating their operations with the decision-making 
process, 

. accepting the invitation to join the executive family 
by evidencing a willingness to carry their end product 
beyond fact finding and bringing it to bear as an in- 
tegral part of planning and decision making. 


Business history provides many analogies to the situation under 
discussion. The engineer, for example, became an executive 
when he became associated with research and development in- 
stead of, or in addition to, factory operations. The accountant 
became an executive by changing his name and recognizing the 
need for the Controller’s function. Marketing research can do 
likewise by making sure that the information developed is applied 
and presented within a framework of pertinence. 


21. FACT AND THEORY 
IN MARKETING 


Melvin L. Anshen* 


HAT can education contribute through ‘‘new resources of 
manpower and training’’ that will better prepare marketing 
management to do its difficult job in the years ahead? Now I think 
the answer I want to place before you this afternoon is directly 
responsive to this interpretation of the Chairman’s assignment. 
But I have to admit that my answer may not look responsive, and 
may even strike some of you as deliberately evasive. I don’t 
mean it to be, and I don’t think it is evasive. But I’m well aware 
that neither of these statements constitutes a sound legal defense. 
The first part of my answer is, simply put, that I don’t think 
that what is needed to help management with its problems are new 
manpower and training resources. I say this because I don’t think 
our prime need is more information. In fact, I think we have more 
information right now than we know what to do with. When we 
learn how to organize what we have and put it to effective use will 
be time enough to worry about adding to the supply. Ultimately, 
we will need more information about the marketing process. But 
right now my experience as consultant and researcher—supported 
by discussions with friends in management—compels me to the 
conclusion that in most firms there is more marketing information 
available than management can handle. Most managers don’t use 
what they have rationally or effectively. And most managers don’t 
know how to plan for adding to their stock of information rationally 
or efficiently. 

The second part of my answer is that the critical task facing 
schools of business, so far as marketing is concerned, is not to 
provide more warm bodies for the personnel departments. This 
is, of course, a necessary function, and it will continue to be per- 
formed. But the truly critical task is to develop a body of mar- 
keting theory that will help management to use its present fund of 


*Melvin L. Anshen, Professor of Industrial Administration, Graduate School of 
Industrial Administration, Carnegie Institute of Technology. 
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marketing facts much more effectively than is commonly the case 
today, and to provide guides for supplementing that information 
in rational fashion. Backing this up is the critical task of re- 
vising general business education so that those who graduate and 
enter marketing will have a knowledge of theory and the technical 
and analytical capacity to put that theory to work. 

The third part of my answer is that the business schools can’t 
perform these critical tasks alone. They need help from business, 
More important, they need criticism from business. Most im- 
portant, they need stimulation from business. 

To many of you these will seem to be deliberately perverse 
statements. I owe you an explanation, which may or may not be 
persuasive, and the rest of my time will be devoted to that ex- 
planation. 

In the past thirty years the informational problem in mar- 
keting has changed radically. During this period marketing man- 
agers have generated within their organizations and have purchased 
from outside sources a sharply increasing flow of information 
related to the distribution, sale, and consumption of products under 
their administration. During the same period a comparable flow 
of information relevant for marketing has appeared in other parts 
of most business organizations: in production, in engineering, in 
research, in finance, and in accounting. (I should add that the 
availability of this information significant to marketing in other 
parts of the business has been widely ignored, even by many 
marketing managers.) A state of relative poverty in marketing 
information has been converted into a state of relative plenty. 
If you compare how much is known by marketing managers today, 
in terms of raw facts and equally raw near-facts and pseudo- 
facts, with how little was known by managers a generation ago, 
you may end up wondering how the managers of that remote time 
did their jobs at all. 

I don’t think my proposition about the sheer volume of mar- 
keting information available to today’s managers is debatable. 
The prime question should not be ‘‘How can we find out more??’’ 
Rather, it should be: ‘‘How can we make better use of what we 
have? What does it mean for operating decisions?’’ We know a 
lot that bears on marketing performance. But we have difficulty 
organizing it in a manner that brings it into sharp focus for 
decision making. 

What is needed to make this factual organization possible and 
to build the necessary relationship to the manager’s job of ad- 
ministering resources so as to maximize profits? 

My observation suggests that the requisites are two action 
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programs designed in terms of an underlying set of concepts. 
The action programs are simply defined. A few firms have in- 
augurated them already, have put them to work, and are starting 
to enjoy the benefits. But in most companies the programs are 
not incorporated in standard operating procedures. The first is 
to collect and analyze the flow of marketing intelligence at a 
single point where all relevant information can be analyzed ina 
planned and coordinated manner. The second is systematically to 
relate information about marketing performances to profits, rather 
than to such substitutes as sales or share of market. A few words 
are appropriate about each of these summary observations. 

In many firms marketing administration (sales management, 
the boiler room where the big decisions are made and executed) 
is still related by the thinnest of connections to the marketing 
research activity. The relation is being strengthened, but it is 
still not close enough to prevent a lot of important decisions 
being made by managerial ‘‘art,’’ by guess and hunch, by shooting 
from the hip. This point is made at considerably greater length 
than I have time for in Lee Adler’s article on ‘‘Phasing Research 
Into the Marketing Plan’’ in the May-June issue of the Harvard 
Business Review. One unfortunate result of this thin relationship 
is that marketing management doesn’t get all the help it could get 
from research. Another is that marketing research doesn’t get 
and use all the information available or which could be generated 
in the field sales organization. 

In an even larger number of firms, the information relevant to 
marketing administration that is developed in other parts of the 
business doesn’t get pulled into the focus of marketing decisions. 
I have in mind product performance information in research and 
engineering, product modification information in engineering and 
production, marketing cost information in accounting, return-on- 
market-investment information in accounting and finance. Much 
of this is never recognized as intelligence relevant to rational 
and dynamic market administration. Nor is it usually recognized 
that if the relevance of this information for marketing manage- 
ment was identified and if the information was brought into the 
decision making forum in marketing, plans could be drawn for 
restructuring the flow of that information in ways to make it even 
more useful in the future. 

Centralizing the flow of marketing intelligence for analysis at 
a single point is not enough, however. We also need to press 
increasingly for the design of analytical techniques that will relate 
information to profit objectives. Too many organizations still 
appraise results in terms of substitute targets of sales or share 
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of market. Some, I suspect, do this because management has not 
grasped the proposition that gains in sales and share of market 
are not always and necessarily associated with gains in earnings. 
Others do this because they have not invented the analytical 
structure that will enable them to relate the use of marketing 
resources to profit. 

If my observations are at all near right, what they define is a 
fundamental requirement for designing a structure of theory that 
will bring rational order to the collection, analysis, and man- 
agerial use of information. The design of such a body of theory 
would have two objectives. First, it would provide a basis for 
systematizing the usual semi-haphazard or emergency fact- 
collecting process, organizing it within a framework of planned 
continuity. Second, it would encourage marketing managers to 
relate diversified activities to the prime target of profits and give 
them instruments for doing so. 

Let me give you some specific illustrations of what I have in 
mind. Some of these illustrations are drawn from work now in 
process in the design of theory relevant to the rational use of 
marketing intelligence. Others point to possibilities that are, so 
far as I know, still out on the horizon of important work that 
remains to be initiated. 

A great deal of money is spent on advertising and other forms 
of promotion by companies that are not even able to make a wild 
guess at the relation between a dollar spent and a dollar earned. 
They don’t know how big their advertising budgets should be in 
total; they don’t know how the total budget should be divided among 
products, markets, or media; they don’t know how the budgets 
should vary cyclically or seasonally. Budget decisions are made 
in terms of observed actions of competitors (who are making 
their decisions by the same watchful process), or in terms of 
historical precedent (which was itself built on precedent), or in 
terms of a percentage of sales (without reference to what ad- 
vertising can do to earn profits). Research now under way is 
probing the problem. Hypotheses have been set up and are being 
subjected to empirical testing. The work in process makes me 
rather optimistic that we are on the threshold of developing a 
significant body of theory that will relate advertising input to sales 
output—theory that will then be extendible to profits. This will be 
a slender bridge at first, probably applicable initially to consumer 
goods characterized by frequent repeat purchase with well-marked 
brand preference. The research to date suggests, however, that 
there are inherent reasons for believing that the theory will 
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ultimately throw light on promotion-sales-profit relationships 
for other classes of products. 

Another area where a modest amount of theory-formulating 
research has been started is the sequence sales effort-sales- 
profit. This attacks the marketing management problem of de- 
ciding the relation of number of salesmen and frequency of call 
to orders generated, costs, and profits. The fundamental problem 
resembles, in many aspects, the advertising problem. Again, 
initial research efforts seem to promise positive results, although 
a lot of empirical work remains to be done. 

In a third field, theory has recorded substantial gains: I have 
in mind the management of inventories in relationto demand on the 
output side and economic procurement on the input side, with 
appropriate reference to stockholding costs and stockout costs. 

Examples of areas where little or no theory-formulating re- 
search has been started, although the needis great, are: (1) price- 
volume-profit relationships (the economists’ classic demand curve, 
drawn in thousands of class rooms with such free-handed black- 
board eloquence); (2) the process of consumer choice, among 
products and brands (where psychological research is making 
initial efforts); (3) patterns of store and service selection de- 
cisions by consumers. 

It may be unnecessary to add the following comment, but in the 
interest of a clear record let me say that when I talk about theory 
I am not using a term thatIconstrue as the antonym of ‘‘practice.’’ 
By empirically-sustained theory I mean a general statement that 
satisfactorily explains current phenomena and, given identified 
variables, is a reliable predictor of future phenomena. It is 
stylish, but not necessary, to express such theoretical statements 
in the language of symbolic logic. I am talking, therefore, about 
an instrument for making systematic and rational use of existing 
information. The same instrument can also be used to define 
requirements for supplemental information. I am stating that the 
provision of such a body of theory relevant to the control of 
marketing operations is the critical requirement confronting mar- 
keting managers and marketing teachers in the coming decade. 

It will be useful at this point to make some observations about 
the roles of educational and business institutions in the develop- 
ment of marketing theory. Consider the relationship established 
in the history of medicine between the schools and the practition- 
ers with respect to building a science of medicine and extending 
human knowledge. Facts about human physiology have been re- 
ported and collected for many hundreds of years—indeed, since 
the beginning of the written record of man’s thought and ex- 
perience. The usual source of supply for this information was 


a 


198 DYNAMIC MARKETING FOR A CHANGING WORLD 


the random observation of practicing doctors. It was not untila 
body of theory evolved, however, that it became possible either 
to bring significant order to the vast but ill-organized factual 
accumulation or to plan and execute purposeful research to ex- 
tend man’s knowledge of the conditions of health and sickness and 
the requirements of prevention and cure. 

Who developed this body of theory? Initially, individual sci- 
entists were the principal agents. Beginning in the latter part of 
the nineteenth century, however, and increasingly in the present 
century the development of theory, including the necessary em- 
pirical foundation, has been the work of organized research pro- 
jects in schools of medicine and specialized research institutions, 
with significant but relatively minor support from the fundamental 
research laboratories of a small group of large corporations. 
The schools have been the vanguard of the extension of scientific 
knowledge. . 

With rare exceptions, this has not been the case with schools 
of business. For the most part, these institutions have devoted 
their research energies to observing and recording current man- 
agement practices. Their teaching efforts have largely consisted 
of transmitting this practice to their students. 

I suggest that this is not good for the schools, not good for 
their students, and not good for business. If marketing is to 
develop the body of theory it needs, the leadership in research 
must come from the schools of business. They must establish a 
position relative to practicing business management that is com~ 
parable to the position of schools of medicine and medical re- 
search institutions relative to practicing physicians. Practicing 
managers, like practicing doctors, are too busy with curg€ent 
operating problems to devote time and resources to building a 
body of theory. 

The implementation of this mission by the schools will require 
a conscious choice of objective by educational administrators and 
teachers. Once chosen, however, the objective cannot be ac-~- 
complished without understanding, continuing support from mar- 
keting managers. They are the suppliers of facts and they alone 
can provide the opportunities for empirial testing of the evolving 
body of theory. 

Marketing managers who understand the true character of the 
problems involved in organizing the flow of intelligence and 
directing it to the appropriate decision-making goals should be 
encouraged to put continuing pressure on schools of business to 
enlarge their fundamental research commitments. Neither edu- 
cators nor managers in marketing can afford to be satisfied with 
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recent advances in techniques of fact collection or in the mere 
quantitative accumulation of factual information. These certainly 
represent desirable progress. But they involve large-scale waste 
(because they are not purposefully directed) and they pass by the 
essential management job of relating investment to profit. 

By this path I return to my assigned topic of ‘‘Finding New 
Resources of Manpower and Training for This Decade’s Intelli- 
gence Needs.’’ The new resources we need and must organize 
to provide, in my judgment, are resources of concept, resources 
of validated theory, resources of analytical technique. The in- 
stitutions that are uniquely in a position to provide these re- 
sources are the schools of business. Since these institutions are 
sensitive to demands placed on them by the business world that 
employs their graduates, they are not likely to make a strong push 
in this direction unless they get specific encouragement from 
business. 

But more than encouragement is needed. The essential em- 
pirical testing of hypotheses that leads to validated theory can be 
carried on only by close cooperation between schools and business 
firms. Over the past thirty or more years, business management 
has made an enormous and invaluable contribution to business 
education by opening its records and its experience to case 
collectors. The teaching of ‘‘best management practice’’ would 
not have been possible without this contribution. The development 
of the body of marketing theory that I have been talking about also 
requires close cooperation from management, in supplying de- 
tailed factual information and in cooperating in field testing of 
theoretical propositions that require extensive validation. 
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22. COMPANY NEEDS AND PROGRAM 
John A, Spencer* 


ARKETING'S responsibility in a $4 billion Company, in this 
case General Electric, is a responsibility of somewhat awe- 
some proportions—and marketing people of the quality and quantity 
needed to get the job done are a big business in themselves. I shall 
give you a brief picture of the kinds of work we include in the 
marketing function in our Company; the numbers of people doing 
this work, together with a forecast of future needs; how our re- 
cruiting programs for marketing work are organized to seek the 
men we need; the initial marketing training through which our col- 
lege recruits pass; and the nature of our continuing program in 
adult education in marketing. 

Lest we encounter a problem in semantics as to what our con- 
cept of marketing work includes, and the work centers by which we 
classify it, I’d like to give you just a few brief ideas of the nature 
of marketing work as we describe it in General Electric. Most of 
these marketing functions are readily identifiable— 


Marketing Research 

Product Planning 

Advertising and Sales Promotion 
Selling 

Marketing Administration 
Product Service 

Personnel Development 


Just a word of additional comment on certain of these activities: 
MARKETING RESEARCH—includes not only research in mar- 
keting but also the necessary skills to provide a research tech- 
nology to the other marketing functions. As for example, a re- 
search project in the effectiveness of an advertising program. 
PRODUCT PLANNING—includes the primary responsibility in 
our decentralized businesses for the leadership and the determina- 
tion of the nature of our product offering including features, basic 
pricing, quantities, etc. There is a strong lead integrating 
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requirement here with engineering on design and with manufactur- 
ing in poduction scheduling. 

MARKETING ADMINISTRATION—includes the responsibility 
for the movement, warehousing, and billing of goods between the 
factory and the customer. In this area are the principle require- 
ments for the new computer and data processing skills needed in 
establishing information handling and intelligence systems. With 
new knowledge and new tools now available, information can be 
recorded, stored, retrieved, and presented to management with 
minimum manual work, quicker and with infinitely greater vital 
information, 

The SELLING function includes a substantial amount of appli- 
cation engineering work at a rather high technical level on many of 
our products, 

This is a very brief look at the kinds of work which we include 
in the marketing function. Now let’s take a look at the require- 
ments for marketing people. As of January 1, 1960 exempt mar- 
keting personnel in the Company totaled almost 14,500 people. I 
won’t bother to give you the complete breakdown of the kinds of 
work these people do but I will mention that 6300 are in selling 
work, both at headquarters and in the field; almost 4000 of the 
total are in product service work; application engineers number 
almost 1000; and the other marketing functions are covered, of 
course, by substantial numbers of people. Since a substantial por- 
tion of our business involves products of a technical nature, you 
will probably not be surprised to learn that more than 6600 of our 
marketing people are engineers. They are heavily represented in 
sales engineering, application engineering, product service, and 
product planning. Our autonomous decentralized departments 
(more than 100) estimate their marketing manpower requirements 
five gg out, based on projection of business growth, as approxi- 
mately 19,000, a forecast growth of about 4500 exempt people. 
When the estimated number of replacements required is added to 
this growth, we find that we must acquire something in the order 
of 8-9,000 employees during the next five year period. This isa 
target which would be almost impossible to hit on a centralized 
basis but fortunately a great many of these people are acquired by 
individual departments through their own special selection and 
placement procedures. 

About 8500 of our present total of 14,500 marketing people are 
college graduates—about 60 per cent. At present, and certainly in 
our future plans, a higher percentage of college graduates will be 
hired. We estimate that about three-quarters of the 8500 new 
marketing employees which we must find during the next five 
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years will be college graduates—roughly 6000, of whom one-half 
must be engineers. This then is our market. Centralized Com- 
pany-wide recruiting programs will produce about one-half of the 
3000 engineers needed and about one-fourth of the non-technical 
college graduates we must attract. The rest of our requirements 
—‘‘the direct hires’’ constitute a formidable assignment, for which 
we provide tools to improve recruiting and selection processes 
locally, but which I shall not touch here today. It is safe to ven- 
ture, however, that a great majority of the college graduates di- 
rectly hired will be recent in vintage—five years or less out of 
school. Our basic philosophy is to develop our own experienced 
talent and to promote from within, 

I will describe two of our centralized recruiting and training 
programs—one in the technical area and the other non-technical— 
designed in this instance for MBA graduates. First our TECHNI- 
CAL MARKETING PROGRAM. Our Company needs lots of engi- 
neers—and each year our marketing recruiters join with recruit- 
ers from the design engineering and manufacturing functions to 
visit the campuses of about 185 engineering schools across the 
country. The Technical Marketing Program offers engineers a 
challenging and rewarding career in such marketing functions as 
application engineering, sales engineering, product service and 
product planning work. At the engineering school, however, we in 
marketing encounter a sales job worthy of the best marketing tech- 
niques we are able to muster. Almost none of these engineers has 
ever had a course of any kind in marketing, and what is even more 
discouraging, he has usually been in an atmosphere in which his 
faculty and most of his associates look on marketing as something 
just slightly less respectable than stealing horses. While we need 
engineering talent of the first order, and use it productively in 
marketing, we usually find the highly creative and long-hair re- 
search types neither interested in nor attracted to our Technical 
Marketing Program. Fortunately, we are able to find a reasonable 
number of engineering graduates who have decided that their en- 
gineering interests include more variety, more elbow rubbing, and 
more excitement—and maybe more financial reward. Most of 
them are a little ashamed to not be going forth to design and 
create, but they are generally eager for this marketing oppor- 
tunity. 

One of our great interests is in trying to get some exposure to 
the opportunities in marketing into engineering school curricula. 
A few engineering schools have recognized this market for their 
graduates. For example, the Inudstrial Engineering Department at 
Texas A&M offers a new program that they call Industrial Distri- 
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bution, which graduated 21 men in 1959. Another is the Industrial 
Engineering Course at Clarkson College of Technology, which 
combines engineering essentials with business administration, and 
leads to a Bachelor of Science Degree. The 24 graduates of this 
program in 1959 were snapped up by industry (we got two of them). 

However, when we recruit the engineer we must start from 
scratch on his marketing education. For the first year on our 
Program, the young engineer has four rotating work assignments 
which usually include some product testing on the factory floor as 
well as one three-month assignment in a field sales office. At the 
conclusion of the first year of training, during which the recruit 
has additional opportunities to develop his particular career in- 
terest in marketing, he goes into a product department marketing 
section for two years additional training. Again, thisis a full-time 
job, which may include special product training, proposition de~ 
velopment and handling, and assistance with certain customer con- 
tacts. At the conclusion of three years on the Technical Marketing 
Program, our trainee has focused his attention on and is directed 
toward sales engineering, application engineering, product serv- 
ice, or whatever. 

During the three year training period our engineer has taken a 
number of special after-working-hours courses—a two to three 
hour session once a week—designed to develop his understanding of 
marketing, with its necessary skills and techniques. The following 
is a list and brief description of these courses, which usually run 
on a semester basis of about 15 weeks: 

Principles of Marketing—provides a broad understanding of the 
nature of the marketing process and the organization of marketing 
work in General Electric. 

Effective Presentation—includes training in both oral and writ- 
ten communication and is one of the most popular courses we have 
ever had in the Company. Actually about 40,000 General Electric 
people of all ages and functions have volunteered to take this 
course on their own time during the past 15 years. 

Sales Methods—provides an introduction to the theory of sell- 
ing, identifying obstacles most frequently encountered in selling 
the customer and the selling strategy to be employed in combat- 
ting them. 

Sales Situation Management—provides a more advanced exam- 
ination of the theory of selling. The core of this program is built 
around the Psychological Aspects of Selling. 

Other courses of an elective nature cover certain basic techni- 
cal requirements, such as Electric Utility and Industrial Applica- 
tions, Power Distribution Systems, Motors and Controls, etc. 
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Additional elective courses include an Introduction to Finance and 
Corporate Problems in the National Economy. We find almost all 
of the college graduates, both technical and non-technical, are 
badly in need of a better understanding of how our business sys- 
tem operates. 

I’ll now describe our MARKETING TRAINING PROGRAM which 
is designed to attract graduates with an advanced degree who have 
identified marketing as their career interest, and who have had 
the advantage of advanced study in this field. This Program re- 
cruits about 40 to 50 bright, highly motivated men each year who 
have their Masters’ from a leading Graduate School of Business 
Administration, and whose undergraduate degrees may be in en- 
gineering, marketing, business, or liberal arts. We recruit these 
men at about 25 graduate schools. The men we select average 26 
years of age; have worked out their military obligations; many 
have a couple of years of business experience; about half are 
married. 

The Marketing Training Program, started in 1952, has estab- 
lished a good reputation both within the Company and at the schools 
where we recruit. Seventy-six per cent of all those hired for this 
Program are still with the Company. These men are definitely 
not hired into an executive or manager training program, but it is 
assumed that their educational advantages and general drive will 
earn them substantial roles in marketing management in the years 
ahead, 

There is strong competition for these marketing MBA’s. Start- 
ing rates are moving steadily up and we have found it quite un- 
realistic to try to meet some of the starting rates that we hear are 
being quoted. Our Program is attractive on its own merits be- 
cause it provides an exposure over a year’s time of six rotating 
assignments in two important dimensions. The trainee is given 
work assignments which provide experience in departments selling 
to our specific basic markets (consumer goods, component prod- 
ucts, industrial, defense, etc.), and also in various phases of 
marketing work—Product Planning, Advertising & Sales Promo- 
tion, Marketing Research, etc. At the end of the year’s rotating 
assignments the trainee ‘‘must get a job’’. What this really means 
is that he may apply to and be solicited by departments where 
openings in which he is interested exist. We are usually able to 
work out a congenial marraige between the product department 
and the Marketing Training Program graduate. 

This highly selective program includes no formal classroom 
work or study courses during the year’s training. We start en- 
couraging individual initiative in personal development right at the 
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start, and urge the trainees to seek and participate in educational 
opportunities which almost always exist at the plant locations 
where they are on assignment. We have been pleased with the 
mature approach these men take to their own development—they 
read, they study, and they are the greatest question-askers and 
information-seekers that most of our department marketing people 
ever encounter. As to what they have learned about marketing 
when we hire them—in other words the job the educators have done 
for and with them, we rely essentially upon our knowledge of the 
marketing curricula and faculty at the schools where we recruit. 
We feel that marketing is getting better and better preparation in 
the graduate schools, and we are most pleased with the constantly 
improving level of marketing sophistication which our trainees 
bring with them. 

The level of marketing education in the undergraduate schools 
is another matter. At the moment we do not have a substantial 
formal training program designed to recruit at this level. We get 
the impression, however, that marketing has a long way to go in 
developing an adequate curriculum at the undergraduate level, to 
the end that marketing and sales become a more attractive career 
to our more promising young people. Marketing and selling are 
held in pretty general contempt in this regard as yet by sizeable 
numbers of our young people. A survey of the career preferences 
of 12,000 secondary school students, conducted by the Institute of 
Student Opinion, sponsored by Scholastic Magazines in 1959, dis- 
closed an interest in sales of only 0.9 per cent. The whole field of 
business looked attractive to only 6.6 per cent of these high school 
youngsters. We support the career development activities of Na- 
tional Sales Executives and feel that all of us in the professional 
marketing societies must do more to identify and establish mar- 
keting at its proper level. 

Further, we believe that we in business should try to do more 
to work closely with the marketing educators. We need to know 
more about the courses they teach, and certainly we have been 
remiss in not doing more to supply them with better marketing 
teaching materials. What we need to do is to get the level of mar- 
keting education beyond the retail-wholesale level and begin to 
design our teaching package to show marketing in its full oppor-: 
tunity and responsibility—as the function which must take the lead 
in planning for and carrying out the most essential requirements 
for the business as a whole. 

One last thought on the subject of marketing curriculum de- 
velopment. We recently asked several of our good friends, who 
are prominent on the faculties of graduate schools of business 
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where we recruit for their prophesies of developments in market- 
ing education in the Sixties. You may be interested in the thought- 
ful and enlightening comments from these professors, including 
such good friends as Bob Davis (Stanford), Ralph Westfall (North- 
western), Maynard Phelps (Michigan), Ray Corey (Harvard) and 
Alfred Oxenfeldt (Columbia). In analyzing the thought-provoking 
comments from these marketing professors, certain conclusions 
are reached: The academic world is fully aware of its responsi- 
bility to adjust its marketing curricula in anticipation of the 
changes expected in the Sixties. More specifically here are some 
of the techniques and skills which are recognized as being needed. 

1. A broader approach to Marketing Research which will use 
the teachings of the behavioral sciences to help understand the in- 
tricacies and complexities of the customer buying action. 

2. Sufficient knowledge of the computer as a marketing tool so 
that marketing knowledge, now considered of a qualitative nature, 
may be quantified. 

3. A continuing need to innovate and spark creative marketing 
ideas. 

4. An improved understanding among marketing men of the in- 
terrelationships of marketing with the other major functions of the 
business—engineering, manufacturing, finance, etc. 

5. Greater understanding of the techniques of communication 
and its motivating influence. 

6. Better methods for measuring the effectiveness in contribu- 
tion to profit of marketing expenditures, 

7. Greater skill in designing effective marketing organization 
structures to integrate marketing’s activities into maximum im- 
pact. (I can’t emphasize this point strongly enough.) 

Of course, in the final analysis, the advanced marketing train- 
ing and personnel development to produce the marketing geniuses 
of the Sixties rests pretty much with each of us in marketing man- 
agement. The requirements vary so greatly, and change so fre- 
quently, that the training challenge is most formidable. This mar- 
keting job is going to have to be done, for the most part, by the 
people mow on our payroll. It means that marketing education now 
becomes continuing, adult education in a field of knowledge that is 
expanding and shifting rapidly. If there ever werea moving target, 
Marketing Comprehension and Competence are it! I’m not talking 
about product knowledge at all, which is a pretty sizeable training 
challenge in itself, but about the development of a comprehension 
of marketing planning and strategy formulation. 

Here’s how we identify the several levels of training and de- 
velopment work to be done. This isn’t exactly a handy-dandy 
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do-it-yourself checklist, but it may help to sort out our opportuni- 
ties. The first level of marketing education and development is 
individual study and reading activities. The individual must be en- 
couraged to work at self-development. If he has his feet braced 
and resists educational efforts, all of the courses in the world 
won’t make much of a dent in him. We believe that individual 
study and reading are the first necessary steps toward individual 
development. For a suggested guide we provide a list of books 
recommended for individual study. These ‘‘Recommended Mar- 
keting Readings’’ are reviewed and supplemented annually, in our 
case. Our business literature, including the periodicals, seems to 
be improving steadily. We urge our people to learn to read broad- 
ly in the marketing field. 

The next level of education may be in group courses directed 
toward the specific functional work in marketing. Examples here 
are courses is sales training, effective speaking, product planning 
techniques, etc. In our case, these are conducted at the local level 
at the headquarters of the departmental marketing organization, 
and at the various field locations. 

Next, still at the local level, we move beyond the elements of 
the marketing job into consideration of the marketing job asa 
whole. Here we have prepared a course which we call ‘‘Principles 
of Marketing’’ which is designed to give a more complete look at 
the responsibilities of the marketing function in the entire busi- 
ness. Not only has this program been helpful to our marketing 
organization, but it is also proving effective in inter-functional 
teaching. Here general management includes manufacturing, engi- 
neering and financial people in this course to obtain a better 
understanding of marketing’s responsibilities by the whole organi- 
zation. At present, 26 different components are conducting 
‘‘Principles of Marketing’’ for 685 participants. 

At our next level of education we bring sub-functional mana- 
gers and specialists from individual operating departments to- 
gether into seminars to exchange ideas, discuss cases, and in 
effect, educate each other. Here we have made extensive use of 
professional educators since we have found that the college pro- 
fessor has a unique ability to create an atmosphere conducive to 
spirited discussion of cases, which include not only General Elec- 
tric situations but also those in other industries. These seminars 
are conducted in the areas of Marketing Research, Product Plan- 
ning, Product Service, Advertising and Sales Promotion, and so 
forth. The seminars usually run from three to five days, and are 
held at the Company’s Educational Center at Crotonville, New 
York. 
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Next, Managers of Marketing of compatible businesses are 
brought together periodically for three-day seminars devoted to 
case discussions and staff presentations. The cases are ‘‘live 
bait’’—real situations—and are led by professional educators. 
These lively discussions provide an exchange of points of view, 
strategy, and experience which our Marketing Managers tell us 
are extremely valuable. 

The highest level of education which we provide is what we 
call our Advanced Marketing Management Seminars. This is a 
four-week program in which Managers of Marketing and their 
associates from our various businesses are brought together in 
groups of 20 for what has become a significant marketing experi- 
ence. It is not a how-to-do-it training course, but true adult edu- 
cation. Here, a free exchange of ideas, encouraged by the case 
method, which is employed, brings a new dimension to the mar- 
keting job. These discussions are guided by outstanding profes- 
sors in the field of marketing as well as other authorities drawn 
from both inside and outside the Company. For example, Reavis 
Cox and Maynard Phelps, former AMA Presidents, have partici- 
pated in leading these Seminars over a period of several years. 
Al Frey is an old friend in this program. Recently in these Semi- 
nars we have included a Marketing Strategy Simulation Exercise 
involving the use of a computer. We find that this ‘‘game’’ pro- 
vides an interesting experience in observing the interaction of 
marketing decisions made under competitive conditions under time 
limitations. Almost 700 members of our marketing management, 
now including the second level, have participated in these market- 
ing seminars. 

Obviously, I realize that such educational opportunities as 
these seminars are not possible in all companies. However, it is 
our observation that marketing seminars of similar objectives 
conducted under the auspices of National Sales Executives, the 
American Management Association, and National Industrial Con- 
ference Board provide excellent educational opportunities for 
marketing management. Certainly many of the local activities 
and programs of our American Marketing Association provide the 
stimulations, away from the day-to-day problems of the individ- 
ual’s own job, which help to develop broader marketing compre- 
hension and skill. 

At Ann Arbor last month, at the Alumni Conference of the Uni- 
versity of Michigan School of Business Administration, Professor 
James E, Howell of Stanford, co-author of the famous Ford Foun- 
dation Study ‘‘Higher Education for Business’’ concluded a very 
interesting appraisal of business education as follows: 
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‘“‘The business educator must be forgiven if at times he 
feels he is being asked to hit a running rabbit with a rifle 
which he aims with his toes after he finally sees the 
rabbit through the periscope that is mounted on the roof 
of the speeding car in which he is riding.’’ 


I can think of no better way to describe the present position of 
those of us interested in marketing education. But the nature of 
the challenge and the excitement of the chase are so great, that 
I’m sure that most of us are glad to be in there, shooting! 


23. STRENGTHENING UNIVERSITY 
PROGRAMS FOR CAREERS 
IN MARKETING 


W. A. Cullman* 


HE Age of Marketing may well be the term applied to the mid- 

dle decade of the Twentieth Century. To make it possible for 
the ‘‘Age of Marketing’’ to flourish, marketing education will have 
to outpace the eager minds of those trained in other attitudes and 
skills. Acceptance of the idea that men are destined to serve 
society or the state flourishes in many quarters of the world. In 
the United States economy all signs point to the emergence of a 
society designed to serve man—as he makes his choices with 
freedom restrained only by mores and laws which protect his fel- 
lowman, 

The need for marketing education to play its role in the Age of 
Marketing does not require elaborate justification. Symptoms of 
the Age of Marketing include terms such as ‘‘marketing concept,’’ 
‘‘motivation research,’’ ‘‘discount house,’’ and ‘‘value added by 
marketing.’’ Institutions of all types, but most particularly busi- 
nesses, are marketing oriented. Marketing executives are domi- 
nant in influence, status, and compensation in an increasingly 
large proportion of all firms. Ray Eppert, President of Bur- 
roughs, is quoted in the May 28, 1960 issue of Business Week 
putting it bluntly, ‘‘Any company is nothing but a marketing organ- 
ization. It is a revenue-management team. Anyone in it can get 
or lose your orders.”’ 

My philosophy of education is based on the simple premise 
that the purpose of education is to prepare people for maximum 
contribution to life—theirs and those of their fellow-men. Since 
life is interdependent in our modern economy, primary goals of 
education must include discerning, understanding, and fulfilling 
the varying goals of individuals without impinging on the freedom 
of the individual to make his own choice. 

If we are willing to accept these tenets as a frame of refer- 
ence, then the interrelationships of drives toward practicality, 


*w. A. Cullman, Associate Professor of Business Organization, College of 
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professionalism, and progressiveness may be examined as a 
means of evaluating marketing education in our dynamic economy. 
Without laboring the point it may be wise to point out that the 
success of our economic system is closely tied to our success in 
marketing goods and services. We are no longer attempting to 
produce enough, but we are striving to consume enough. We may, 
therefore, look at successful marketing education as insurance 
that having filled many of man’s present material needs we will 
soon satisfy man’s nobler mental and spiritual desires as well. 

Marketing is also rapidly becoming the raison d’etre of all 
types of organizations as well as individuals. We observe this 
trend outside of the business world in our society. Mothers at- 
tempt to find out what ‘‘little Johnny’’ wants in order to minimize 
his frustrations. Politicians are searching for the phrase or idea 
which will coax agreement from heterogeneous voting groups. 
Philantropic organizations are trying to anticipate needs both 
physical and mental. Most importantly, in our society which is 
dominated by the corporate way of life we see increasing efforts 
des;gned to fathom the wants of people so that products and serv- 
ices’ may be created to fill those wants that are discovered. 

Under these circumstances it is clear that our education must 
be geared to what Paul Mazur has so aptly phrased the ‘‘delivery 
of a standard of living.’’ In order to do the job effectively, the 
student needs to know how others are doing it as well as how 
others have done it. 

What could be more practical than experience? We can give 
students some exposure to an understanding of experiences by 
describing and analyzing what is being practiced by organizations 
of various types. To be explicit, we need to teach students what is 
going on. Our job is to organize material so that the student can 
perceive the contemporary scene. Deep perception can be 
achieved by various pedagogical techniques. 

By looking at a number of ‘‘cases’’ students examine a hypo- 
thetical (typically) situation in which the focus ison analysis. The 
facts are important, not only for their informational values, but 
also as a tool to set up a plan of action, The case method of in- 
struction is not designed to provide description of what is and it 
does so only indirectly and secondarily. The student is not gen- 
erally tested over his knowledge but rather over his reasoning 
which is based on the limited knowledge available from the cases 
studied. Based upon the facts and his understanding of the ele- 
ments in the situation he is exhorted to do something and suggest 
decisions much as he will be asked to do when ne is in business. 

Case studies taken alone are unlikely to provide enough factual 
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knowledge so that sound judgment can be made based on princi- 
ples. It is thus important to use the ‘‘case method’’ for analytical 
training after a core of knowledge about our marketing economy 
and institutions has been etched into the student’s mind in some 
detail. 

The factual background indicating the kinds of institutions, 
products, services, and channels can be imparted by techniques 
ranging from field trips and research projects using census and 
other statistical data to lecture and quiz sessions based on de- 
claratory textbooks and other written material. 

Should we describe what people do when engaged in marketing 
pursuits? These descriptions would seem helpful in making mar- 
keting education practical. The students are aided in making 
choices between various activities so that they can more intelli- 
gently decide what type of job to apply for. From their practical 
marketing education they become aware of the skills, attitudes, 
abilities, and characteristics which may help them succeed in 
certain marketing tasks. This does not imply that managerial or 
leadership abilities differ at top levels, but it does imply that dif- 
fering marketing jobs demand differing skiils at the operative and 
lower middle management levels. 

The need for practicality in marketing education is stated suc- 
cinctly in Professor John W. Wingate’s article published in the 
May issue of Collegiate News and Views. 


‘Why should the college stay away from the very ma- 
terial that the student will need to know and tile very 
skills he will have to develop ina specialized field? Do 
we have to assume that students have no idea for what 
field of business they are headed; that whatever we teach 
must be simply background and told that he may be able 
to use in any field in which he may accidentally find him- 
self later? Top administrators may not be specialists, 
but rather generalists, but most of them were specialists 
once and most graduates must be specialists first. 


The argument for making marketing education more practical 
rests, it seems to me, on a very simple educational premise. 
Whatever the student finds himself doing after his formal education 
is completed he must contribute his productivity in a useful man- 
ner—he must be practical to succeed in self-fulfillment. 

The need for greater professionalism is based on the emerging 
status of the marketing man. Despite buffeting by skilled authors 
of plays and novels, the stature of marketing is increasing as 
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practitioners and educators develop codes of ethics, skills which 
are highly specialized, and a tendency to bar the uninitiated from 
their ranks. Marketing is not a well-defined profession such as 
medicine, yet certain professional characteristics are beginning 
to emerge. 

There is a flood of technical information which is overrunning 
the desks of academicians and businessmen. Although much of 
the material is spurious, redundant, and glamorized, a substantial 
amount of careful research is building a body of knowledge about 
marketing. We may take a bow here to The Journal of Marketing 
through which the American Marketing Association has published 
many pioneering studies that will help make marketing more 
scientific. 

To touch on the subject of ethics at this time is indeed danger- 
ous. This is particularly true because of the prominent violations 
of ethics which have been widely publicized. To name those firms 
and individuals who have violated ethical concepts serves no pur- 
pose, yet it is difficult to evoke response by naming an individual 
or firm that has been ethically outstanding. Was President Eisen- 
hower ethically sound when he disclosed his knowledge of the 
notorious U-2 flight while engaged in marketing the American Way? 
Sears Roebuck, to take a chance and name one firm, has been 
frequently cited as an example of the success that comes to an 
organization built in substantial part on an accepted ethical con- 
cept—integrity of merchandise. 

Marketing needs leaders who push back the frontiers by being 
more in keeping with emerging mores. Education should stress 
that professional marketing is successful when customers receive 
full value—real and psychic. Understanding of the fact that short 
cuts are most likely to lead to failure in the long run helps dem- 
onstrate to the student that ethics are guides to successful mar- 
keting. 

Do we need courses in ethics? All courses, it seems to me, 
should consider ethical implications. Philosophy and logic provide 
understanding of the nature of ethics, but the application of ethical 
concepts in the marketplace must be interwoven with the descrip- 
tion and analysis of marketing activities. 

In a market economy such as ours the consumer is examined, 
probed, and persuaded only to enable his suppliers to add to his 
self-fulfillment. Marketing skills may help us recognize the need 
for standards as we professionally strive to educate people to 
market that abstract value—satisfaction. Recently, Boris Paster- 
nak, acclaimed via the Nobel Prize as one of the greatest con- 
temporary novelists, ended his literary career extolling the ‘‘dig- 
nity of man.’’ 
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Progress represents an advancement toward a desirable ob- 
jective. Marketing education is progressive if it helps students to 
discover more efficient and effective ways of discerning and ful- 
filling man’s desires. In many respects marketing education needs 
to use the help of all social scientists to enhance the progress that 
has been made in the past century. 

Understanding of ideas developed in such separated fields as 
‘‘sampling theory’’ at the State University of Iowa and ‘‘man’s ego’’ 
founded on the work of Freud and the Austrian psychiatrists can 
help educate students who will make progress in a marketing 
world. 

Paramount among the educational tasks leading to a more pro- 
gressive approach to marketing is greater discernment. We need 
to stress the underlying concepts upon which our marketing or- 
iented economy rests. In describing the analyzing the manifold 
problems facing a marketing man emphasis should be given to the 
responsibility for such performance of marketing tasks that prog- 
ress will result. 

Tied closely to educating professionally and progressively are 
the current ethical concepts. Although students have been observed 
to feel that it is more important to be liked than to be respected, 
education must persuade them their intolerance of diversity is 
unsound. It is in their collegiate education that students discover 
moral truths which shape their thinking throughout their careers. 

‘In pointing out the paths of progress it is realistic to recognize 
questionable practices which are headlined in the newspapers, but 
it is of far greater importance to demonstrate that unethical, un- 
progressive practices result only in short term gains in profits, 
market share, or competitive prowess. Students must understand 
that the keen cutting edge of competition and free casting of dollar 
votes expose shady practices. It is thus possible to espouse 
ethics on a selfish as well as moral basis. Using these concepts 
we must educate students of marketing to strive for free and open 
competition only mindful of the need to protect people from 
harming one another in their competitive striving. 

What does marketing education need to fulfill its promise of 
greater selfrealization for mankind? Curricula need balance be- 
tween careful description, cogent analysis, exemplary polemics. 
Above all else the students need exposure to dedicated teachers 
who recognize their role in instilling intelligent dissatisfaction 
with everything that inhibits increased practicality, profession- 
alism, and progressiveness. Content to show where we are and 
technical information to show how we can progress are needed, yet 
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the primary purpose of marketing education must be to show how 
to use our understanding to produce more values that are wanted 


and ethically valuable to consumers who decide upon their own 
satisfactions. 


24. THE CARNEGIE AND FORD 
FOUNDATION STUDIES AND 
MARKETING EDUCATION 


James R,. Surface* 


Introduction 


HE topic ‘‘Educating Marketing Executives For A Changing 

World,’’ is on the one hand a vitally important question to all, 
and on the other a ‘‘puzzlement’’ to me. As I think about the topic, 
I perceive in it two certainties and one uncertainty. 

The first certainty is that we have ahead of us not only a 
changing world, but also one which will change at a rapidly accel- 
erating rate. The fact of change has always been with us, but the 
dynamic of the coming decades will be the increasing speed with 
which innovation is conceived, adopted, and in turn replaced by 
subsequent innovation. In other words the birthrate of new ideas 
will increase but their life expectancy will decrease. 

The second certainty that I see in our topic is that the era 
ahead will need marketing executives. Perhaps they will be called 
by some other title, for instance administrators of distribution, 
but the function of organizing and directing the effective distribu- 
tion of goods and services will, in my opinion, neither be left to 
chance nor assigned to a computer. 

The marketing function in its broadest sense has been an inte- 
gral part of every society, albeit in primitive societies it was not 
performed by specialized persons. As societies developed in 
complexity, it has become and remained specialized. Some might 
argue that there is no marketing in Socialist societies such as the 
Soviet Union. In my opinion, however, that economy illustrates 
the ubiquity of the marketing function for even though different 
from ours, the Soviet system has mechanisms directed by execu- 
tives, if you will, for the distribution of the goods and services 
produced by the nation. Of course it is never wise to label some- 
thing ‘‘everlasting’’ solely on the grounds that we have always had 
it. Nevertheless, I see no prospective substitute for the marketing 
executive. 


*James R. Surface, Dean, School of Business, University of Kansas. 


219 


220 DYNAMIC MARKETING FOR A CHANGING WORLD 


The uncertainty, or the ‘‘puzzlement’’ in my view of the topic, 
concerns the question, ‘‘What should universities, or more par- 
ticularly in my case, schools of business do to prepare young 
people for the -erformance of this function in the rapidly changing 
world we entex’?’’ When first approached about giving a paper be- 
fore the American Marketing Association, I pointed out my lack of 
qualifications as an expert in marketing. The AMA representative 
replied to the effect that that was why he was asking me, I as- 
sume, therefore, that my lack of knowledge about marketing and 
my ‘‘puzzlement’’ about how to educate future marketing execu- 
tives are my most appropriate credentials and so shall proceed to 
lead from weakness, 


The Gordon- Pierson Reports On 
Business Schools 


I am to discuss what have come to be known as the Ford and 
the Carnegie Reports on Schools of Business and their significance 
to marketing education. Last fall two studies of collegiate educa- 
tion for business were published. One, The Education of American 
Businessmen: was authored by Professor Frank Pierson, and 
others, and financed by the Carnegie Corporation. The other, 
Higher Education for Business,? by Professors R. A. Gordon and 
James Howell, was supported by the Ford Foundation. Each of 
these publications is a report of a careful investigation of this na- 
tion’s business schools and business departments, performed by 
highly qualified researchers, It is significant that their findings 
and recommendations are quite similar, and for this discussion 
we shall treat the two volumes as one, 

Many of you are quite familiar with these documents, and so I 
need not review them at length. The investigators, utilizing ques- 
tionnaires, interviews, and personal observations looked at the 
nearly 600 schools of business and departments of business in 
this nation, inquiring about undergraduate, graduate, and executive 
development programs. They took note of the variety of business 
school programs but also delineated what might be termed the 
predominate patterns of business education. The reports were 
critical of many of the things being done in our schools of busi- 
ness, but the authors seemed to strive earnestly not ‘‘to throw the 
baby out with the bath water.’’ Both reports presented recommen- 
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dations about what school of business curricula should be, and at 
the same time urged continuing experimentation on the part of 
business school faculties. 

The reports included four observations about current collegiate 
education for business which raise doubts about whether today’s 
business schools can adequately prepare tomorrow’s marketing 
executives. These observations may be summarized as follows: 


1. That schools of business have lower academic standirds 
than arts and science colleges and engineering schools; 
2. That schools of business have allowed overspecialization in 
two dimensions: 
a. by an undue proliferation of courses in the field of busi- 
ness and 
b. by allowing students to take too much of their college 
work in business courses; 
3. That as a consequence of 2., school of business graduates 
do not receive a truly liberal education; 
4. That schools of business have not attracted their statistical 
share of the most gifted college students. 


The reaction to these observations by school of business facul- 
ties across the nation has ranged from, ‘‘ ‘Taint true!’’ to ‘‘So 
what?’’?; The most popular reaction, however, has been to the ef- 
fect, ‘‘Most schools of business may be like that, but mine is not.’’ 
Let us side-step the issue of the extent to which these criticisms 
are valid. I ask that you accept my assumption that they are valid 
at least ‘in part at too many schools of business. Furthermore, the 
fact that they pertain to any business school makes them a matter 
of significance to all. 

This ‘‘togetherness’’ that I suggest derives from my conclusion 
that the popular image of the business school in this nation may 
well be an institution with large numbers of mediocre students and 
practically devoid of top students. The reports indicate that such 
an image is prevalent and that in general it has some basis in fact. 
If this is true, it has great significance for schools of business 
vis-a-vis their role in the education of marketing or any other kind 
of business executive for the changing world. Nothing is more 
certain to me than that the era of accelerating change will demand 
business leaders of high intellectual capacity. As the scientific- 
technological revolution strikes the business world with increasing 
velocity, that world will place increasing emphasis on brainpower. 
Put another way, we have all seen the ‘‘C’’ student who, although 
not very bright, rises to the top of his company on the wings of a 
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delightful personality and a charming manner with people. I do not 
predict the extinction of that species but believe that the market- 
ing executive, or any other top business executive for that matter, 
of 1980 will find that he cannot live on charm alone. In fact, un- 
less his father owns the company, he will not be able to progress 
to an executive position of any consequence without a generous in- 
tellectual endowment. My position then is that the first prerequi- 
site for a marketing executive in the changing world is a high de- 
gree of intelligence; and, if the two reports are correct, that a 
disproportionately large number of students with this capacity do 
not enroll in schools of business, we, speaking for the business 
schools, have a problem. 

This problem is not only the image of business schools already 
alluded to but also the image of the role of businessmen in our 
society. It should come as no surprise that the ablest students 
coming to our universities tend to think of a business career as 
being lower, status-wise, than a career in science, medicine, law, 
etc. Their parents, even those who themselves are a successful 
business executive, tend to rank business as something Johnny can 
always go into if he’s not smart enough to be a scientist, a physi- 
cian, or an engineer. Is it any wonder then that mediocre Johnnys 
knock on the doors of business schools? Therefore, I would say 
that the most serious threat to the role of the business schools in 
preparing marketing executives for a changing world is the possi- 
bility that they may not attract the most intelligent of our youth. 


What Should The Product Be Like? 


Basic to the question of the education of the future marketing 
executive is the specification of what qualities that executive will 
need. I have indicated my belief that in the first instance he will 
need to be a highly intelligent person. For this discussion let us 
pass over some of the other essential ingredients such as integ~ 
rity, diligence, etc., in order to stress the importance of the qual- 
ity, creativity. The dynamic character of the changing world will 
mean that innovation will be essential to the successful practice of 
business. Therefore, the successful marketing executive will be 
either an ‘‘innovation producer’’ or an ‘‘innovation promoter.’’ In 
other words, he will have to be either himself a creative innovator 
or a person who quickly, but discriminatingly, adopts the innova- 
tions of others. There are those who argue that these two traits 
cannot exist in the same person, that the very thing which makes 
one man a creative innovator seems to blind him to the new ideas 
of others. If this be true, and I do not know that it is, then the firm 
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which recognizes that it will never have a monopoly on new ideas 
will be wise to accumulate an optimum mix of the two types. 

In stressing the importance of innovation to marketing in the 
future, I come back to the certainty that the decades ahead will 
produce accelerating change. The marketing men who emerge as 
leaders will not be those who stand by as passive spectators 
watching change take place but rather those who play an active role 
in change either by introducing their own new ideas or by capital- 
izing on the new ideas of others. To play an active role in innova- 
tion, the aspiring executive will have to be curious, imaginative, 
and a little bit impertinent. He will have to be curious about what 
is going on in fields other than marketing. He will have to be 
imaginative about how developments which, at first glance, seem 
to have no significance for marketing might be utilized in market- 
ing. And he will have to be impertinent enough to ask himself, his 
colleagues, and his superiors, ‘‘Why are we doing this that way, 
why not try it another way?’’ Since by the year 2000 we will prob- 
ably still have bosses who resent ‘‘impertinent young whipper- 
snappers,’’ our hero will also need to be skillful about how to be 
impertinent. However, I believe that the era of accelerating 
change with its demand for innovation will make it all but impossi- 
ble for the young man to get ahead on a policy of ‘‘not stepping on 
anyone’s toes.’’ 


The Education Of Future Marketing 
Executives 


To this point I have argued that the marketing executive of the 
future will be a highly intelligent person who can generate new 
ideas of his own or take prompt advantage of the new ideas of 
others. Now I wish that I were myself enough of an innovator to be 
able to specify the educational curriculum that will guarantee this 
product. If it is correct that intelligence and innovation are the 
most important characteristics to the future function of marketing, 
then it follows that schools of business must make certain that 
their programs attract the most gifted of this nation’s youth and 
then provide those students with an educational experience that 
will nurture and augment their capacity for creativeness. 

To me this is the responsibility of the school of business. 
There are some who argue that the arts and science college is 
better equipped to attract and challenge the gifted and imaginative 
and that the mission of the business school is to train mediocre 
students for technical specialties and for positions in middle man- 
agement. I disagree emotionally because of my personal involve- 
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ment with a school of business, and logically because of my ob- 
servation that schools of business, being relative newcomers to 
the educational scene, have more flexibility and have themselves 
demonstrated more ingenuity and innovation in their programs 
than have their older brother educational institutions. 

As stated before, the problem of attracting a larger share of 
top students goes beyond the universities for our society assigns 
an inferior value to a business career and, therefore, to the study 
of business. In my opinion, this view will change in the era ahead, 
but there is little hope of changing it overnight. At the university 
this image has a more direct impact, for there the faculties of the 
other schools and the student body frequently have the impression 
that the business school is ‘‘a trade school,’’ ‘‘non-intellectual,’’ 
‘‘easy,’’ etc. These impressions deter the best students from en- 
rollment in the business school. Mr. Albert Hettinger spoke at 
the AACSB meeting in Chicago last April and observed that 
Gresham’s law probably applies to colleges, that the presence of 
poor students tends to drive out good students. 

I believe that the school of business can change its image with- 
in the university and thereby increase its appeal to gifted students 
by making certain that its program is rigorous and intellectually 
challenging. Some faculties might worry about increasing their 
demands on students for fear that enrollment will drop, But it has 
been my observation that as a school tightens its requirements and 
riases its expectation level, the number of applicants, of the kind 
that most of us seek, rises. Space age science appeals to many of 
our most intelligent youth today because it seems to offer a never- 
ending intellectual challenge. The practice of business in the 
changing world will pose problems as stimulating and perplexing 
as the cracking of the atom or the re-entry of a space ship, The 
job of the school of business then is to communicate something of 
the challenge to the ablest youth so that they will commit them- 
selves to the struggle. 

The second task posed for those of us in schools of business 
consists of nurturing the creativity in these able students we hope 
to capture. Here I confess to having no program for the creation 
of creativity. I know not whether innovators are born or made but 
have not yet seen a course which teaches innovation. My position 
is that we can nurture the creativity that already resides in stu- 
dents and that we can do so by the manner in which we teach rather 
than in the subject matter taught. It could be said that the Ameri- 
can educational system taken as a whole is an organized con- 
spiracy against the creative and innovating student. After all, in 
most cases, students want good grades, and in too many cases one 
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gets good grades by, at least in recitations and examinations, con- 
forming with the instructor’s position. As a personal example of 
this, a few years ago our daughter, who was then in the first 
grade, brought home some drawings that she had done in art class. 
Each of them had been given a letter grade. When I met the teach- 
er one evening at a PTA meeting I asked how she graded such 
work. She told me that she checked to see whether a house looked 
like a house, a car like a car, etc., and whether the job was done 
neatly. I submit that such educational practice is bound to stifle 
creativity for the student’s task becomes one of guessing and 
drawing what a house looks like to teacher. In other words we 
start training them to conform at an early age. 

As an example of this same process in business education, I 
was visiting a while back with an officer of the Kansas City Chap- 
ter of the National Association of Machine Accountants and asked 
him what additional course work accounting majors should have to 
prepare them as machine accountants. His response was that in 
general accounting majors did not prove to be good machine ac~ 
countants because they are so full of information about how ac- 
counting has been done that they cannot visualize new opportunities 
and applications for the machines. My argument, therefore, is 
that we must nurture the creative and the innovative by encourag- 
ing these tendencies in our students and above all by making cer- 
tain that we do not stifle it. As said before, in my opinion we can 
do this by the way we teach, not by the selection of subjects to be 
taught. The field of business with its great host of unsolved and 
insoluble problems affords a wonderful opportunity for ‘‘instruc- 
tion with a light touch’’ in which real problems can be posed and 
students can be encouraged to apply imagination and ingenuity to 
their solution, 

Since my primary assignment was to discuss the relevance of 
the Carnegie and Ford reports to the topic of this session, I would 
close by saying that the suggestions that I have made are, accord- 
ing to my interpretation, consistent with the recommendations of 
Gordon and Pierson. The reports devote much attention to course 
areas and curriculum, items which I have not discussed. At the 
same time they point out the need for attracting the most gifted 
students to business schools and for training rather than filling 
their minds once they are enrolled. My pleas, therefore, is that 
we in the schools of business orient ourselves to the cultivation of 
the intelligent, the curious, and the imaginative. The marketing 
executive of tomorrow will need these characteristics to face the 
challenge of accelerating change. Our challenge is to innovate 
now so that we can help them prepare for that challenge. 


Part Four 


INDUSTRIAL MARKETING 


A. Changing Channels of Distribution 
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THE CHANNELS OF INDUSTRIAL 
DISTRIBUTION 


George Ganzenmuller* 


HANGE is the subject of this discussion—that is, change that 

seems to be taking place in the channels of industrial distri- 
bution; or perhaps more graphically, how the sands are shifting in 
the channels of industrial distribution. Change, despite the sur- 
face simplicity of its semantics, is a word of many connotations 
and shades of meaning. The French, I am told, have a saying that 
goes, rather cynically, ‘‘The more things change, the more they 
remain the same.’’ Tennyson, the poet, on one occasion at least 
used change in a highly systematic sense. ‘‘The old order chang- 
eth, yielding place to the new,’’ he wrote. If you check Bartlett’s 
Quotations a bit further, you’ll find this reference: ‘‘There is 
nothing permanent except change.’’ 

It is change in this last most fluid connotation that comes 
closest to suggesting what is occurring continuously in the chan- 
nels of industrial distribution. And I would like to explore some 
of the changes—in various degrees of development—that are taking 
place. There are four areas of change onwhich I intend to focus: 


Changes in functions performed. 
Changes in customer requirements. 
Changes in products handled. 
Changes in supplier relationships. 


Before getting into these areas, let me first qualify—or per- 
haps disqualify—myself. My role is that of editor of a business 
publication serving the interests-of wholesale distributors of elec- 
trical apparatus and supplies—that is, electrical products for con- 
struction and maintenance purposes. These include wire and 
cable, conduit, conduit fittings, wiring devices, fuses, circuit 
breakers, motors, motor controls, transformers, lamps, lighting 
fixtures, signaling equipment, heating equipment—upwards of 
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100,000 electrical items in all. The primary buyers of these prod- 
ucts are electrical contractors, industrial plants and electric 
utilities. For the purpose of this talk I have attempted to broaden 
my perspective to include others in the electrical industry who 
are involved in distribution activities, such as manufacturers and 
manufacturers’ agents. Also, I have consulted with Dr. Walter F. 
Crowder, who is editor and publisher of Industrial Distribution 
Magazine. While Dr. Crowder and I noted that similar trends 
seemed to be affecting industrial distributors and electrical dis- 
triburors in several areas, I suspect he would be inclined to dis- 
associate himself from some of my observations and conclusions. 

First, what seem to be some of the changes taking place in 
functions performed? Viewing the electrical marketing panorama, 
it is apparent that different functional trends are taking place in 
regard to different products. Motor control, for example, is be- 
coming more and more of an electrical distributor item. It wasn’t 
too long ago that it was largely sold direct to the user by the 
manufacturer. Not only have electrical distributors in the last 20 
or so years moved into the dominant position in the distribution of 
motor control to the contractor and industrial maintenance mar- 
kets, but they seem to be gaining ground in the purely OEM sales 
phase of the business. 

But then look at wire and cable. Here is one of the first prod- 
ucts to be handled by the electrical distributor. Yet today his 
role may be a diminishing one. Actually, at this point it may be 
diminishing—in a relative sense—only at the stocking level. While 
a number of wire and cable manufacturers continue to offer their 
products to distributors on consignment terms, in order to offset 
the violent price fluctuations that characterize this copper-based 
product, a basic movement now seems to be the establishment of 
local or area warehouses by manufacturers. One of the major 
wire and cable producers has been the leader in creating a network 
of ‘‘distribution centers.’’ Whereas this company in 1950 operated 
only five leased warehouses, by the end of 1958 there was a total of 
50 distribution centers in 37 states. These centers incorporate a 
warehouse and sales office. Their announced purpose is to sup- 
port the company’s ‘‘authorized distributors with the fastest and 
most efficient service possible.’’ By forwarding bulk shipments 
in truck or carload lots from its manufacturing plants to these 
centers, the firm claims to save substantial transportation costs. 
According to one financial analyst’s appraisal of its distribution 
approach, ‘‘the speed with which this company can deliver goods to 
the customer is a service unparalleled in the industry.”’ 

Other wire and cable producers have watched this development 
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with growing apprehension. It seems reasonably certain that some 
of them will follow suit with more area or regional warehouses of 
their own. The long-range outcome of this activity—in the rather 
blunt judgment of this observer—will be increased marketing costs 
brought about through the unwise proliferation of duplicating and 
uneconomical manufacturers’ warehouses handling a limited line 
of products, and the degeneration of the electrical distributor into 
a broker insofar as the wire and cable business is concerned. 

Others in the electrical marketing picture are assuming part 
of the local warehousing burden that heretofore has been essen- 
tially the function of the wholesale distributor. The pressure of 
excess lines in some products has brought about a sharp increase 
in the stocks maintained by manufacturers’ representatives or 
agents. An analysis of the Register of Manufacturers’ Representa- 
tives maintained by our magazine reveals that in 1959 there were 
1226 agents—a rather dramatic increase from the 859 establish- 
ments reported in the 1959 Census of Business. More significant, 
however, is the fact that 462 of these agents claimed to operate 
warehouses. The grand total of their floor space, which probably 
includes public warehouse space, was 3,728,531 sq. ft.—or 9,193 
sq. ft. per warehousing agent. This average is such a shocker 
that it leads to one of two possible conclusions: either a lot of 
agents are big liars, or they are in the warehousing business in a 
big way—so big that many of them may have become semi-whole- 
sdlers insofar as the warehousing function is concerned. 

Wholesale distributors themselves, too, are expanding their 
warehouse facilities. Part of this expansion has come about 
through the opening of branch houses or distribution points by es- 
tablished houses. Most of it, however, is the result of the reloca- 
tion of established firms in bigger, more modern quarters, mainly 
the efficient one-floor type. An idea of this type of change—that 
is, changes of address—was obtained through an analysis ofa 
directory we publish. We determined that 10 per cent of the dis- 
tributors listed had moved over a two-year period. The expansion 
increment of these moves is indicated by the fact that the average 
floor space per electrical distributor establishment increased 
from 17,233 sq. ft. in 1955 to 20,734 sq. ft. in 1958, 

While manufacturers and their agents are getting increasingly 
into the stocking act, they seem to be shying away from any as- 
sumption of the credit extension function with the bulk of the elec- 
trical distributor’s customers. And for good reason. As one 
electrical distributor put it at a regional convention earlier this 
year: ‘‘65 per cent of the accounts handled and serviced by the 
average distributor are too small for the manufacturer to concern 
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himself with. If, by some strange quirk of fate, this did become 
the lot of the manufacturer, he would not be faced with the com- 
paratively simple job of administering credit to three, four or a 
half-dozen accounts in a large city, but the monumental task of 
keeping tabls on 750 to 1,000 accounts in a market.’’ 

This same distributor referred to credit extension as the func- 
tion that ‘‘gives us the lion’s share of our headaches.’’ In saying 
this, he had his electrical contractor accounts particularly in 
mind. This type of customer, generally speaking, has always 
represented a much greater credit risk than the industrial ac- 
count. In addition, tight money and poor business habits, have 
fostered among many electrical contractors a slow-pay attitude 
that is currently the despair of their distributors. In fact, so 
slow-pay have these contractors become, that several distributors 
have, of necessity, established interest or service charges on 
past-due accounts. One such distributor, whose policy is featured 
in an article in our June issue, has instituted a charge of one per 
cent a month interest on all invoices not paid within 60 days past 
the date of invoice. All accounts 90 days past due are put on 
C.O.D. with interest still to pay. Since last September, when this 
new policy was put into effect, 30 per cent of the past due accounts 
have been eliminated. The aim, of course, is to bring the past due 
money in; the interest charged and obtained is incidental. 

Selling, as a function at the wholesale level, has broadened 
considerably in recent years. Not only have new facets been 
added—such as product and market specialists, more frequent 
catalogs, direct mail and publication advertising, and special serv- 
ices like engineering assistance, pricing and quotations, and 
emergency deliveries—but selling has become more intensified as 
sales territories, generally, have continued to shrink. Depart- 
mentalization or specialization within electrical wholesaling firms 
is a trend that is now well-developed. For example, 34 per cent of 
1,024 electrical distributors claimed to have lighting sales de- 
partments in 1958. One consequence, incidentally, of this within- 
the-firm specialization—either by product or market—has been the 
inhibiting of the development of limited-line wholesalers in the 
electrical field. 

In building and maintaining a sales organization, the electrical 
distributor hasn’t had it easy in the post-war period. First of all, 
getting the right people is difficult enough. Holding them is 
equally difficult. But training them in the ramifications of all the 
product lines and services he offers has been perhaps the toughest 
job of all. Nevertheless, the typical electrical distributor today 
has a sales force that is 8-men strong—4.2 outside salesmen and 
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3.8 inside salesmen. These fractions are the result of analyzing 
the sales forces of 1,024 distributing firms. The outside sales- 
men, to throw in a few more statistics, average 123.6 accounts, 
8.1 calls a day, and 1,049 miles travela month on business. 

Manufacturers and agents, too, have been extending their sales 
roles in recent years. They have added to their missionary calls 
and advertising and sales promotion activities to where the ulti- 
mate customer is literally bombarded with sales messages. A 
questionable practice that has arisen from the resultant competi- 
tive sales pressures has been direct quoting by the manufacturer’s 
salesman or agent to the ultimate customer who is seeking or has 
obtained bid jobs. An order so obtained is then peddled by the 
manufacturer’s salesman or agent to one or a succession of 
wholesalers on the basis of, ‘‘you can have it for two per cent,’’ 
‘‘you can have it for three per cent,’’ or ‘‘you can have it for five 
per cent,’’ or what have you. This sales gambit, with its bone 
thrown to the wholesaler for handling the billing and paperwork, is 
a prevalent variation of direct selling, although it has not been 
fully recognized as such. As a result of all this attention, the ulti- 
mate customer has recognized his advantage to the point of seeking 
concessions he has never sought before. 

This observation leads almost naturally—in a somewhat nega- 
tive way—to the next area of change on my agenda: what changes 
are occurring in customer requirements? First of all, there is a 
price-consciousness on the part of electrical contractors and in- 
dustrial buyers today that is unequaled in the memory of many 
electrical distributors. In fact, there is so much talk about price- 
cutting that there is probably a tendency to exaggerate it. The 
twin evils of the contract construction industry—bid-shopping and 
bid-peddling—have been around a long, long time, I’m told. None~ 
theless, it has become increasingly common for an electrical con- 
tractor to shop around after a job has been let in an attempt to ob- 
tain the material at a price lower than that given in the lowest 
distributor’s bid. What’s more, some contractors bid lower than 
the figures quoted to them by wholesalers on the assumption that 
they can knock these prices down after obtaining the contract. 
Relatively speaking, the pressure for price-cuts is less severe 
among industrial customers than among electrical contractors. 
However, increasing numbers of electrical distributors report that 
industrial buyers are resorting more and more to purchasing on 
the basis of price quotations. 

Customers—both contractor and industrial--have come to ex- 
pect good service on delivery, and frequently want immediate 
shipment of the desired merchandise—that is, they want it yester- 


| 


234 DYNAMIC MARKETING FOR A CHANGING WORLD 


day. Some of them carry small stocks, but the tendency now that 
the period of materials shortages is past, is to shift the inventory 
burden to distributors, agents and manufacturers. This, no doubt, 
partly accounts for the sharp growth in field warehousing facili- 
ties by distributors, agents and manufacturers. 

There’s another change in customer requirements that I should 
mention. It was passed along to me by W, T. Stuart, editor of 
McGraw-Hill’s Electrical Construction and Maintenance Magazine. 
He said that the need was greater than ever for precise informa- 
tion at the point of sale. The reasons are that electrical products 
are becoming increasingly technical and electrical systems are 
becoming increasingly complex, and that different combinations of 
electrical materials often can be installed more or less beneficial- 
ly. For example, there are instances where conduit and wire, 
busduct, or interlocked armored cable can logically be considered 
as alternatives. The manufacturer, agent or distributor who can 
materially assist the contractor or consulting engineer in design 
decisions can provide a much-needed informational service—one 
that may help offset the pressure for price-cuts. 

No doubt there are other changes taking place in customer re- 
quirements, but these three—demand for the lowest possible 
prices, insistence on the fastest possible delivery, and the need 
for more precise information—stand out in the electrical market- 
ing picture. 

The next area to be considered is: what changes are occurring 
in products handled? 1 should immediately qualify this by saying— 
products handled by electrical distributors. There are three 
changes that are most discernible in this area. They are: 

1. After having largely gotten out of the major appliance busi- 
ness, electrical distributors are now dropping their electric 
housewares lines. I mention this divestment of consumer products 
only because it represents a marriage that is now on the rocks. 
For many years, electrical distributors did a fine job of handling 
appliances along with their contractor and industrial goods. But 
now the factory branches, specialty appliance wholesalers and 
discount houses seem to have taken over. 

2. More engineered type products—such as indoor and outdoor 
distribution systems, panelboards and switchboards, power cen- 
ters, switchgear and transformers—are being sold successfully by 
electrical distributors. This trend seems to be the natural con- 
sequence of engineered type products coming into more widespread 
demand and the ability of a substantial number of electrical dis- 
tributors to qualify to handle such business. 

3. Fewer lines in a particular product group are being handled 
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—in other words, distributors are becoming more selective in the 
lines they stock and sell. This trend is born of necessity. Dr. 
Edwin H, Lewis, professor of marketing at the University of Min- 
nesota, pinpointed the problem in a widely-acclaimed study he did 
several years ago on electrical marketing patterns and practices— 
a study that I should add will soon be the subject of a book pub- 
lished by McGraw-Hill. Dr. Lewis wrote: ‘‘The typical electrical 
distributor tends to carry too many lines and, more particularly, 
too many competing lines. This seems to be a carry-over from 
the days when the wholesaler thought that he had to carry every 
line in sight in order to give service tohis customers.’’ According 
to Dr. Lewis, ‘‘The distributor can do an excellent job of pro- 
moting one or two lines, a fair job of selling three, but with one 
more than this he is just handling orders.’’ Almost as an aside, 
he added: ‘‘It is doubtful whether most wholesalers are aware of 
the costs in handling multiple competing lines.”’ 

Well, line-pruning is currently one of the orders of the day in 
the electrical wholesaling business. It started in lighting fixtures, 
moved to motor control, and now has progressed to conduit fittings. 
While it may never get down to one line in each product—with the 
possible exception of motor control and certain specialties—I’ll 
venture a prediction that two or three lines per product group will 
be the standard in the not-too-distant future. 

Now that I have my crystal ball out, I’d like to scan two of the 
most exciting new product areas that confront the electrical dis- 
tributor—and other distributors as well. They are industrial elec- 
tronics and electric heating. Industrial electronics has apparently 
reached a stage of market development and demand where it is 
ready for wholesale distribution. From the distributor viewpoint, 
it is a product group that is literally up for grabs. Electronic 
goods wholesalers presently serving the dealer trade are begin- 
ning to reshape their organizations to serve what is a new type of 
customer for them—the industrial. Electrical distributors, who 
see a common denominator in electrical and electronic—and, 
more particularly, in the needs of their present industrial cus- 
tomers—are studying industrial electronics as possible additions 
to their line, perhaps as a separate department. And industrial 
distributors are being advised that industrial electronics is some- 
thing for them to consider, too. Nothing much has happened thus 
far in the way of cutting wholesale channels of distribution. But 
the developments are worth following, certainly as much as the 
stock prices for IBM or Texas Instruments, 

Another new product area where competing channels of distri- 
bution will soon be locked in battle is residential electric heating. 
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A few years back, electric home heating was nothing more than a 
commercial curiosity. Electric heating manufacturers were un- 
able to interest many electrical distributors—except those in the 
TVA region and the Pacific Northwest—in handling their lines. 
Few distributors wanted to pioneer this new product, particularly 
since electric utility companies were either disinterested or ac- 
tively against adding an electric heating load to their power lines. 
But the growth in the summer air conditioning load changed all 
that. Now they need a balance for the winter—and that’s electric 
heating. With the turnabout in the attitude of many utilities, more 
electrical distributors have become interested in electric heating. 
But in the meantime, several manufacturers set up electric heat- 
ing specialists to pioneer their product. Some of these specialists 
have established themselves as important factors in the business. 

Now several air conditioning manufacturers have announced 
electric heating lines, and most certainly must be considering dis- 
tributing them through their air conditioning distributors. And the 
warm air heating manufacturers have recognized the threat that 
electric heating now offers to their present business—and rather 
than fight, they seem ready to join up. No doubt they, too, will 
utilize their present distributor channels to move the electric 
heating lines they bring out. So a marketing Donnybrook is brew- 
ing. Some observers believe, however, that the ultimate decision 
as to what channel will win rests with the big unions whose mem- 
bers will be involved in installation work. 

The fourth and final area I’d like to discuss concerns the 
changes that are taking place in supplier relationships. Here, as 
in the other areas of change, it is difficult to generalize. The rea- 
son is that there is so much variance in attitudes and relationships 
from product group to product group. On the whole, however, I 
would say that manufacturer-distributor relations seem to be im- 
proving. This, I think, derives from a better understanding and 
appreciation by some manufacturers of the role of the wholesale 
distributor and the steps they have taken to cooperate rather than 
compete. 

There is no question, however, that there is a real need for 
much more improvement in manufacturer-distributor relation- 
ships. Selective or limited distribution is certainly a first step 
toward this goal. The next decade, I amsure, will see more action 
by manufacturers in the direction of selective distribution. The 
sweeping tide of distributor desire for this marketing policy will 
spur a greater activity. But a more important factor than senti- 
ment in swaying manufacturers will be the striking success of 
those who have become more selective. Already, several electrical 


CHANNELS OF INDUSTRIAL DISTRIBUTION 237 


manufacturers whose marketing programs are based in part on 
distributor selectivity have realized the strongest position in sales 
and brand preference. Others will see the light of following these 
leaders. 

Publishing a distributor policy—and then sticking to it—is a 
step that has smoothed distributor relations for some electrical 
manufacturers. By spelling out what is expected of the manufac- 
turer and his distributors, such a policy can draw the lines of 
responsibility sharply. The black and white of the printed page 
can leave little room for the grey areas of misunderstanding. 
Spelling out a distributor policy is something I suspect a number 
of electrical manufacturers have considered. No doubt some have 
shelved the idea because distributors seemed more interested in 
deals than declarations. But times have turned. The profitless 
prosperity that most wholesalers have endured has become the 
catalyst of a changing attitude. Distributors are recognizing that 
what counts is what they stand for—not what they fall for. And 
they want to know where a manufacturer stands on one price ver- 
sus many, on price protection, on returned goods, on cooperation 
in moving obsolete items, on technical assistance, on personnel 
education—to name a few elements of policy. 

The importance of a manufacturer having a distributor policy 
increases in competitive times. Hewing to a line will lose some 
sales, but it will build business in the long run. By giving a com- 
pany an absolute on which to base its actions, a policy can be 
trump card in a period when expediency is corroding so many 
business relationships. So much for editorializing on the need for 
more statements of distributor policy by manufacturers. There 
is no overestimating the importance of this step, however, in es- 
tablishing improved relations and motivating distributors to doa 
better job. 

Dr. Lewis, in the study I mentioned earlier, cited the need for 
better working relations among manufacturer, agent and distri- 
butor in the electrical industry. One suggestion he made for im- 
provement strikes me as having excellent possibilities. He wrote: 
“It is apparent that the flow of information back to the manufac- 
turer concerning distributor and user reactions to manufacturers’ 
products, services and policies is undependable and incomplete. 
Why can’t a manufacturer set up a formal mechanism whereby 
such reactions can be obtained? This could be accomplished in 
various ways. One might be a Distributor Advisory Committee. 
Another might be a sampling of distributor opinion by personal in- 
terview or mail survey either on a regular basis—say, twice a 
year—or whenever matters on which the manufacturer desires 
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assistance arise. ‘‘Such a policy would almost certainly build 
goodwill among distributors and should result in sounder market- 
ing decisions. Highly confidential matters probably would be ex- 
cluded, but no harm would result from discussing many things 
which affect distributors directly or indirectly and which are now 
decided by the manufacturer alone.’’ 

So far, few electrical manufacturers have organized formal 
Distributor Advisory Committees, although I know the idea is 
being discussed. Dr. Crowder informs me, however, that in the 
industrial distribution field 20 or 30 manufacturers have such ad- 
visory councils composed of their distributors. But the mail sur- 
vey is being put to work in the electrical field. Two manufacturers 
within recent months have sent out questionnaires that attempt to 
draw out the image that their distributors have of them. 

One negative development in supplier relationships has been 
brought about by the general softness and fluidity that has de- 
veloped in electrical manufacturers’ prices, particularly during 
the recession year of 1958. In an article that truly rocked our 
industry that year under the headline of, ‘‘Ask and You Shall Re- 
ceive,’’ an anonymous distributor wrote: 

‘‘The long arm of rugged competition which started on the con- 
tractor’s level and worked to the distributor’s group finally backed 
up the manufacturer’s lofty plateau. What happened? The roof 
fell in, 

“How are they—the manufacturers—meeting the stiff competi- 
tion of 1958 for which they had so many solutions in the past? You 
guessed it—with price! Extra 5’s, 10’s, and even 25’s. Just in- 
form a meuufacturer’s salesman today that you have competition 
on a job. Don’t bother with whom, why or how much. He panics 
at the word ‘competition’ and starts the discounts rolling. 

‘fe is obviously authorized to go quite away without check- 
ing with anyone, but don’t say anything. Just sit tight. If you don’t 
pass him the order, he will call his headquarters and get some 
more. If you are now not violently ill, wait a little longer, say 
nothing, and someone will find one more 5 for you. 

“‘The disadvantages of this spineless economy are obvious. If 
we don’t call the manufacturers for prices on every job, another 
distributor representing the same line might, and would therefore 
get the extras, making us look high to our customer. Also with 
this practice as common as it is, everyone knows about it and now 
expects it. It is even possible that some distributors and con- 
tractors have been tempted to ask for it even when not required. 
After all, if Santa is in the neighborhood, I don’t want him to miss 
my house.’’ 
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I have checked with the distributor author of these words, and 
he informed me that the situation he described in 1958 didn’t 
change too much in 1959 and thus far into 1960. So—in the belief 
that good things are worth repeating—I’m going to reiterate some 
of the constructive recommendations he offered manufacturers: 


1. Get sales managers, regional managers, and vice-presi- 
dents in charge of sales out into the field to see firsthand what 
their salesmen are doing. 

2. Expect to have everyone working you for the extras for a 
while. You started it and now it will be hard to hold the line and 
convince people you mean it, but it can be done. 

3. Teach your salesmen how to run sales meetings. If all of 
your business or the bulk of it goes through distributors, the first 
thing your salesmen should learn is how to put on meetings. 

4. Stop letting your salesmen violate your policies. Ifyou have 
set up a suggested discount schedule, why let your salesmen en- 
courage distributors to break it? 

5. Teach your salesmen to believe nothing that they hear and 
only half of what they see, and that the word ‘competition’ is an old 
word and not one that should strike fear into their hearts. 

6. Pull your salesmen in from the field and see if you can’t 
convince them that the product you have developed, engineered and 
manufactured does have something to talk about besides price. By 
their actions, your salesmen imply that your product is no better 
or no worse than anyone else’s. 


That is a report and appraisal of someof the changes that seem 
to be occurring within the channels of electrical distribution, which 
certainly number among the more important channels of industrial 
distribution. This paper, however, cannot propose to be much 
more than a ‘‘once-over, lightly.’’ And since I have generalized 
enough, I won’t attempt to summarize. I chose to concentrate on 
changes that contain some real problems in the belief that a better 
understanding of them can lead to a better utilization of the dis- 
tributor as a marketing channel. And in so doing, I emphasized a 
number of negative aspects. 

So that I can end in a positive note, I should like to make this 
final point. The electrical industry is characterized by surging 
growth, and the distributor is smack in themiddle. Growing pains, 
along with poor profits, are among his basic problems. But he’s 
learning. The really most important change that Ican determine is 
a change in attitude onthe part ofthe distributor. Rather than sim- 
ply rail, he is actively taking steps to improve his position ina 
price-dominated market andfind the niche where he can operate 
best. 


26. HOW TO PREPARE TO SELL MORE 
THROUGH INDUSTRIAL 
DISTRIBUTORS 


John W. DeWolf* 


would like my readers to realize that what I say about industrial 

distributors applies equally well to specialized distributors, 
such as automotive jobbers, plumbing and heating wholesalers, 
electrical wholesalers, etc.—and equally well to non-stocking 
distributors, or agents. There are two characteristics that indus- 
trial distributors have in common with wholesalers and agents— 
probably more than two, but two that are important to what I say 
here. One is that they handle more than one make of products. 
They sell—to their customers—products made by several, usually 
many, different manufacturers. Consequently, when you sell 
through these distributors, much of your competition is from other 
manufacturers for a share of the distributor’s time. I can’t 
emphasize this too much—your competition, when you sell through 
distributors or agents, is for the distributor’s or agent’s time. 

The other characteristic of these distributors that is important 
to what I have to say is that these distributors are independent 
businessmen, Because of this, they think differently and act dif- 
ferently than do your own people—and differently than your cus- 
tomers, too. Or perhaps it is because they think differently that 
they are independent businessmen in the first place. In any event, 
they take special pride in being beholden to no one. They have 
many of the same problems that management of your company 
has—employment problems, taxes, unions, capital, inventory, etc. 
And their view of what is profitable and worth while, both short 
range and long range, is based on their company, not yours. So— 
let me say again—when I talk about industrial distributors, I’m 
also including, really, specialized wholesalers and agents. 

How important are industrial distributors in the marketing 
picture? And what will probably happen in the years ahead? Rath- 
er than resort to statistics, let me give you the purely personal 
picture that I look at every day. Basford has some sixty-odd 
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clients, all industrial. A third of them sell some of their prod- 
ucts, or sell to some of their markets, through distributors and 
agents. . out half of them should. None of them sell wholly 
through such channels—though two come close. Most are getting 
only 10 per cent to 25 per cent of their total sales through such 
channels. It is my conviction that five and ten years from now, 
more of our present clients will be selling through distributors, 
and that they will be channeling a larger proportion of their total 
sales through distributors. I say this for one reason only. I think 
most of our clients are going to be smarter five and ten years 
from now—particularly in the area of marketing. I think they are 
going to be much more scientific—they are going to be working 
more from facts and figures and less from hunches and prejudices. 
And as they do this, I’m sure they’re going to find two things—first 
that they are now using their own sales force in a very wasteful 
manner, particularly in trying to cover small buyers, or big buy- 
ers who buy in small quantities—and again particularly in those 
cases where service and delivery are important. Secondly, they’re 
going to find that distributors can be a much more efficient and 
profitable channel of distribution when the manufacturer learns 
how to sell through them. 

Which leads me back to my topic, ‘‘How to Prepare to Sell 
More Through Industrial Distributors.’’ Almost no one is doing a 
good job of selling through distributors—except in contrast with 
those who are doing an even worse job. There are five steps that 
a manufacturer should take to make the most out of selling through 
distributors. Not one of our clients is taking all five—in fact, I 
can’t think of any who is doing a good job on even four of these 
steps. And I know of several who aren’t even taking one of these 
five essential steps. Just think what manufacturers in general— 
based on this sample—could do if they would gear up to sell 
through distributors properly! 

What are these five steps? Let me run through them first, and 
then come back and amplify each one. They are: 


1. First and foremost, believe in this method of selling—be- 
lieve that distributors do have a place in your marketing plan. 

2. Second, decide exactly what your policy toward distributors 
is to be—and put it into writing. 

3. Third, support your distributors—give them the selling in- 
formation, the technical information, the promotional support—and 
the service—that they will need if they are to do a good selling 
job for you. 

4. Fourth, motivate your distributors. Figure out what makes 
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them tick, and then gear your selling effort, insofar as distributors 
go, to selling these distributors on working harder for you. 

5. And finally, evaluate your distributors—evaluate their per- 
formance—and throw out the poor ones, replace the weak ones. 


Let me go back, now, and expand on these five steps a manu- 
facturer should take if he wants to sell more through industrial 
distributors. My first step was to believe in this method of sell- 
ing—believe that the distributors have a place in your marketing 
plan. Don’t look upon distributors as temporary expedients, the 
stop-gap answer to a marketing problem that you’ll get back to 
solving later. And don’t look upon distributors as the necessary 
evil—something you put up with only because it’s the custom of the 
trade. Instead believe that the distributors can do a selling job for 
you that you yourself can’t afford to do—they can bring in more 
business, or at least more profit for you, than you can get by sell- 
ing with your own sales force. 

This is not an easy thing to do. For most companies, distribu- 
tors are as foreign to the company’s way of life as is the corner 
grocery store or the corner filling station. In many ways they are 
like the corner store. They’re small business, they’re strictly 
local—or if not local, at least they aren’t interested in your over- 
all big problem. They are in theiy business, not yours. Their 
loyalty to you is limited. They believe they have the inherent right 
to talk back to you, and they use it. Yet, in spite of all this, most 
of them somehow seem to manage to make a good living—to take 
winter vacations in Florida while you’re working—and to drive 
Cadillacs while you drive a Pontiac or a Buick at best. 

Because distributors are like this, it is just naturally hard for 
a manufacturer to believe that a distributor has a place in his 
marketing picture. But in many kinds of business he does. Dis- 
tributors can sell accounts that you can’t afford to handle. They 
can give service that you can’t possibly give. They can do this be- 
cause they can afford to call on your customers every week, or at 
the most every month—because they have more things to sell than 
just your product. And if they are stocking distributors, they can 
give better service than you because they have stocks right there 
in the town, I needn’t belabor this—it’s obvious. There are some 
points, though, that may not be so obvious. In spite of how you 
may feel about distributors, they are accepted as an important 
part of marketing channels by your customers. Your customers 
look to distributors for certain kinds of service. This is particu- 
larly true of products or supplies for maintenance purposes—and 
for the now-and-then purchases, where the buyer has no particu- 
lar reason to have come to know the manufacturers. There is 
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another point about distributors, too. Insofar as they handle re- 
pair and replacement parts—for example replacement bearings— 
they provide a service that must be provided if you are to sell 
original equipment manufacturers. And insofar as distributors 
can fill out your own sales force and give you national coverage, it 
is possible for you to advertise and promote nationally without 
wasting any part of your promotional dollar. 

Finally, there is another advantage to distributors that is fre- 
quently overlooked. Distributors represent a selling cost that is 
usually exactly proportional to volume. If there are no sales, 
there is no cost to you. It is up to the distributor to make a profit 
—up to him to find the profitable places to sell. Sitting back in 
your home office, and guessing where you should be selling can 
lead you to some very costly mistakes. But the distributor is out 
on the firing line. He is much less likely to make mistakes, being 
this close to the market. And when he does make them, they cost 
him, not you, 

I had this brought home recently when we called on eight agents 
for one of our clients—and then talked with the company’s own 
sales staff in a territory where they didn’t use agents. We found a 
startling difference. The company’s own salesmen were selling 
what we thought was a big market—a widely used replacement item 
which sells for $5 or $10. The agents wouldn’t touch this item if 
they could avoid it. They had found other markets to sell—and they 
claimed they couldn’t sell our client’s line at all unless the aver- 
age order was for $25 or more. When we checked into the sales 
record of the company’s own salesmen, we found they weren’t 
covering their salaries. So, you see, the company’s own sales- 
men—selling on salary—don’t always do the profit selling job. 

Let me sum up point one this way: the client of ours who has 
about the best attitude towards distributors looks on them this 
way: distributors account for 27 per cent of this company’s busi- 
ness. No single customer, no single industry comes even close to 
being this important to the company. Looked at this way, the im- 
portance of distributors is recognized—and believed in—all up and 
down the company. It is recognized not only by marketing, but by 
manufacturing and management as well. 

My second point was to decide exactly what your policy toward 
distributors is to be—and to put it into writing. This is not an 
easy job—it usually cannot be done at one sitting. In fact, when 
you try to put it into writing, you may find that vou have to keep 
modifying it for months to take care of points you didn’t originally 
think about. But it is definitely worth doing. By policy I mean 
such things as: 
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1. Who distributors can sell (or what they can sell) versus 
who or what the manufacturer reserves for himself. 

2. Are distributors to have exclusive territories—or ‘‘se- 
lected’’ territories—or are you going to open up distributorships 
to everyone who qualifies? 

3. What is your price schedule regarding distributors? Are 
you going to give quantity discounts? How about stocking allow- 
ances? How about different prices for OEM and user customers? 
What about allowances to agents for handling invoicing? 

4, What about policies in regard to obsolete stock? What about 
warranties? 


What your policy will be will depend to a large extent, of 
course, on the customs of the industry you’re in. But within the 
broad framework of customs, there are many questions to be 
settled. Unless you have decided on these points in advance, you 
will find yourself being accused of making policy as you go along— 
based on what looks best to you at the moment rather than on what 
is really fair to your distributors. Or worse, you will find your- 
self looking at distributors as a selfish grasping group who try to 
squeeze every possible dollar out of you. In neither case does this 
help your relations with distributors. 

Let me give you an example. One common dividing line be- 
tween sales and distributor sales is for the manufacturer to re- 
serve for himself the right to sell OEM’s, turning over to the dis- 
tributor all sales for maintenance. We called on the distributors 
of a company that makes V-belts and that has this policy. We 
found the distributors universally bitter. Company salesmen, it 
seems, were interpreting this policy as permitting them to sell a 
small machine shop a single V-belt to be used on a machine that 
the shop was constructing. Technically this is an OEM sale. The 
shop was building the machine for someone else. However, this is 
not the type of business the manufacturer could sell direct at a 
profit—and it was cutting distributors out of business that they 
could sell at a profit. This manufacturer would have been far bet- 
ter off had he used some kind of a quantity discount in connection 
with his OEM price structure. 

Let me give you another example. Most purchasing agents be- 
lieve they have an inherent right to purchase maintenance parts 
for their own equipment at an OEM discount if they also use these 
parts on the equipment they are manufacturing. There is no way 
of stopping this if the parts are interchangeable—and you probably 
wouldn’t want to try. But let’s take a wild hypothetical case—let’s 
suppose there is a company that makes electric motors and has 
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its own copper mill. Is this company, which buys ball bearings for 
its electric motors, entitled to any OEM discount for replacement 
roller bearings on the copper rolling mill? Obviously not—but did 
you spell this out in your statement of policy? I mentioned these 
examples to show it isn’t quite as easy as you might think to pin 
down all the possibilities. And it is these exceptions, not the 
commonplace, that cause you the trouble. 

One point to bear in mind: This is your problem, not a prob- 
lem of your distributor. You are setting these policies for your 
own long-range good. On the other hand, it is for your own good 
that you make your line profitable to distributors—because when 
you sell through them, your big competition is for their time. This 
may well be an area where you should get outside help or advice. 
But don’t try to get it from your own distributors. They’ll tell you 
they need the world with a string tied around it. They want all the 
business, including OEM, in their territory. And they’d like to be 
the only distributor handling your products in their territory. 
However, they’ll settle for far less. Most of them would much 
rather have a fair and firm policy that you’ll live up to thana 
more lenient policy that you’re liable to change if you see a chance 
to make an extra dollar. 

One precaution and then I’ll get on to my third point. A great 
many companies have a policy of dividing up accounts between 
distributors and direct sales on a basis of sales volume—usually 
dollar volume. In many ways this is about the worst policy you 
can have. It means that if the distributor does a really good job— 
and builds the customer up to where he is really important and 
profitable—then you take this customer for yourself. Thiskills the 
distributor’s incentive to sell more for you—to say nothing of what 
it does to his morale. Another result of this policy, particularly 
where you sell both OEM and maintenance items, is that if the 
OEM volume is big enough to cut out the distributor, then your own 
men are also stuck with selling the maintenance requirements. 
Very often this means you lose what could be profitable main- 
tenance business because they don’t have the time—don’t stock— 
aren’t geared up for this. Even worse, you may find yourself in the 
position of giving such lousy service on maintenance items that 
you lose the respect of the purchasing agent and thereby lose the 
OEM part of the account as well. 

My third point was that you must support your distributors— 
give them the selling information, the technical information, the 
promotional support—and the service—that they will need if they 
are going to do a good selling job for you. This is the most ob- 
vious area, and the one where most manufacturers do the best job. 
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Even so, few manufacturers are doing all they could. Let me give 
you some cases in point. More manufacturers than not feel they 
can’t afford to make up a new catalog just for distributors to give 
to their customers. Yet the same manufacturers consider their 
own general catalog too expensive for distributors to hand out. 
Result: the distributor gets nothing. 

Another case: We made a check of distributors for one com- 
pany which prided itself on the good job it did on envelope stuffers. 
This company had six very attractive envelope stuffers—and im- 
printed them with the distributor’s name without charge, never let 
his stock run low, seemed to be doing a fine job. Demand for the 
envelope stuffers fell off. Something seemed to have gone wrong, 
because distributors weren’t using them as much as they used to. 
The answer was very simple—when we talked to the distributors. 
These same envelope stuffers had been in existence for several 
years. Almost all of the distributors had used each stuffer once. 
Rightly or wrongly, they didn’t want to send the same stuffer to 
their customers a second time. It should have been obvious to the 
manufacturer—but it wasn’t. 

Take another case. We recently made calls on distributors for 
a company that prides itself on the advertising support that it 
gives to its distributors. Ads not only mention ‘‘handled by better 
distributors everywhere’’—but they actually feature distributors. 
However, through oversight, the company never sent ad reprints 
to the distributors—so none of the ones we talked to realized what 
the manufacturer was doing for them. 

It may seem elementary, but you’d be surprised how many 
complaints you get from distributors and from agents that they 
can’t get the home office to answer their letters. Their orders 
aren’t acknowledged. They can’t get the manufacturer to expedite 
deliveries when an important order depends on this. 

No quite so elementary—it may well be that if you are going to 
sell through distributors then you ought to modify your price 
structure and simplify your catalog so that the distributor—who is 
dealing in many lines—can learn to handle yours. Not long ago a 
distributor was pointing out to me an item which had a list price 
of $1,193.87, to which were applied discounts of 20 per cent and 
8 per cent. The distributor complained that he spent a good part 
of his life working arithmetic. Why the 87 cents? Why not an even 
$5 or even $10 when you’re up to that kind of price? 

Training comes in this general category of support. Also mis- 
sionary selling and market development. This whole area is one 
where general advice isn’t too helpful. The problem really in- 
volves what you are doing with and for your distributors. It’s easy 
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to find out.. Call on your distributors periodically. If you get 
three or four complaints on the same subject, then it’s time to 
look into it and see if you shouldn’t be changing your ways. 

My fourth point was that you must motivate your dealers. Fig- 

ure out what makes them tick and then gear your selling effort to 
getting these distributors to work harder for you. There is no 
more frequent complaint made about distributors than ‘‘they are 
just order takers. They won’t spend the time and effort needed to 
sell’my product.’’ If they don’t this is your fault, not theirs. Some 
of their other suppliers, some of the other manufacturers they 
represent, have led your distributors to believe that their pastures 
are greener, more worth the effort. What have you done to make 
your distributors think that your products deserve more time and 
effort than the other products they handle? This is not solely a 
matter of profitability. It is true that you probably can’t get them 
to spend any time on your line unless it is profitable to them, or 
unless they believe that it can be. However, profits are not enough. 
Remember that these are independent businessmen, and proud of 
it. They are not part of your sales staff—and don’t want to be. 
They want to be considered as partners—albeit junior partners. 
They want respect. They want appreciation. They want under- 
standing. And, if your line is a profitable one to them, they want 
desperately to continue to be your distributor. They don’t want to 
lose their franchise to handle your products. 
' Since these are the incentives that make distributors tick, there 
are many things that you can do to get distributors to sell—which 
you wouldn’t do with your own salesmen. Starting up a Distribu- 
tors’ Council is one very good way of motivating distributors. It 
flatters them. It treats them as partners. They’re in on the plan- 
ning. They’re kept informed. They’re asked to contribute. And 
incidentally you yourself may gain a lot from learning the dis- 
tributors’ side of the picture. 

One of the best ways of motivating distributors is one that 
hasn’t generally been recognized—yet it incorporates almost all of 
the above good points. It involves setting sales goals for your 
products. (Not sales ‘‘quotas’’ mind you—save ‘‘quotas’’ for your 
own men, Call it sales ‘‘goals’’ when you’re talking to distribu- 
tors.) This requires a certain amount of work on your part—but 
it’s definitely worth it. One way of going about it would be this: 
figure the total sales potential for your type of products in the 
distributor’s area. Explain to the distributor how you arrived at 
this figure—so that he’ll believe you know what you’re doing. Then 
decide on your share of this market. This may be the national 
average—it may be higher than the national average, because of 
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something special about this territory. Pick a sales goal that 
meets your requirements, but make it logical and believable to 
the distributor. Then you can say to a distributor—‘‘look, this is 
the volume I think I should be getting from this territory. We have 
three distributors. You know them all. Now what would you con- 
sider your fair share of this volume?’’ The distributor will al- 
most certainly lean to the high side. He’s not likely to admit—or 
to believe—that other distributors can outsell him! So in effect he 
sets his own goal on the high side—and has a real incentive to try 
and reach it. 

With an approach like this you have won his respect—he be- 
lieves you know what you’re doing. You have put yourself in part- 
nership with him. You have let him evaluate what he can do. You 
have given him an incentive. And you perhaps have even thrown in 
a fear that he might lose his franchise if he doesn’t do a good job. 
I’ve talked to many distributors, and I haven’t yet run into one who 
would resent in any way having sales goals established in this 
manner. In fact, one distributor told me that he would love to have 
a sales goal like this on the product we were discussing—he said 
that he ought to be selling twice as much as he is, and with a goal 
worked out with a manufacturer, he could really threaten his 
salesmen with the loss of his franchise if they didn’t get to work. 
As it is now, it’s just his word, and his own men know him too 
well to take his threats seriously. Incidentally, I found almost no 
manufacturers using this approach to motivate their distributors. 

And finally, my last point. Evaluate your distributors—evaluate 
their performance—and throw out the poor ones, replace the weak 
ones. I’m not suggesting, here, that you shouldkeep your distribu- 
tor organization in constant turmoil. But you do have to keep an 
eye on distributors just as you must keep an eye on your own 
salesmen. And you do have to replace weak distributors with bet- 
ter ones, just as you have to fire poor salesmen and hire new 
ones, 

How you evaluate them is, of course, right down the alley of 
the market research man—and I won’t go into this. But I will say 
this: don’t be afraid to keep distributors on their toes—and to fire 
them when they’re not. Distributor organizations grow old and 
complacent, just as salesmen do. You’ll win respect of the good 
distributors if you show that you know the difference between 
good performance and mediocre performance—and insist on the 
good performance. Just as a small child welcomes discipline, is 
lost without it (so psychologists tell us)—so the small business- 
man, which the distributor really is, appreciates a firm hand by 
the parent—provided the firm hand is also fair. 
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These are my five points. Let me sum up. I am convinced 
that distributors are going to be more important in the decade 
ahead, not less important. I’m convinced that the bigger compan- 
ies, especially, are going to be selling more through distributors, 
not less. I’m convinced that the marketing efficiency of these 
companies will go up as they make distributors a more important 
part of their marketing team, But to sell through distributors, 
manufacturers must take these five steps: 

1. They must come to believe this method of selling. 

2. They must decide exactly what their policy toward distribu- 
tors is to be, and put it into writing. 

3. They must support their distributors, give them the infor- 
mation and the help and the service that are necessary if they are 
to do a good selling job for you. 

4, They must motivate their distributors—which is a far dif- 
ferent thing than trying to motivate the salesmen. 

5. And finally they should continually evaluate their distribu- 
tors, replacing weak ones with good ones. 

In my opinion the field is wide open. Almost no one is doing a 
good job now—which means that those manufacturers who act first 
have a wonderful opportunity ahead of them. 
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Part Four 


INDUSTRIAL MARKETING 


B. Researching the Industrial 


Buying Decision 


27. PINPOINTING INDUSTRIAL 
BUYING TARGETS 


Richard H. Groves* 


F we are going to sell effectively in the increasingly complex 

industrial markets of the 1960’s, we must do a better job of 
identifying those people who buy our products and services. To 
re-emphasize, our first job is a better pinpointing of our indus- 
trial buying targets. This is a necessary prelude to reaching and 
selling them. My thesis may seem too basic. Yet how many of us 
really know who the major targets for our marketing efforts should 
be? Do we know the relative importance of people with various 
types of job functions in the purchase of our products? Are we 
able to tell new salesmen the titles and functions of the men they 
should be calling on? And do we know the type of purchase role 
each group plays? 

In many cases, the targets for our marketing efforts tend to be 
hazy or indistinct. The intent of this paper, however, is not to 
suggest that we are completely lacking in knowledge of industrial 
buying practices, or the important buying influences in our mar- 
kets. It is an acknowledged fact that purchases seldom begin and 
end only with the purchasing agent. Industrial purchases frequent- 
ly involve a number of individuals in the buying process. These 
purchase decisions are ‘‘team’’ decisions bringing into play the 
specialized skills and training of management, manufacturing, 
engineering and purchasing executives. 

But few companies have engaged in market research to deter- 
mine the precise roles played by the various groups influential in 
the purchase of their products. From our own experience, we 
know that management authorizes purchases and approves expen- 
ditures. . .that production and engineering determine type of 
product and product specifications and that purchasing evaluates 
and selects suppliers. In the absence of more precise buying in- 
fluence data, most of us have applied these and similar rules of 
thumb in solving our compnay’s marketing problems. If we are 
going to sell profitably in the complex and dynamic markets of the 


*Richard H, Groves, Marketing Director, Iron Age Magazine. 
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‘‘sixties,’’ we must know more about the who, what, where and how 
of industrial buying. 

I would like to describe a study that we believe represents a 
“breakthrough’’ in identifying and measuring industrial buying in- 
fluences. . .a study which substitutes quantification of buying 
behavior for rule of thumb methods. The market which was 
studied in this investigation of buying behavior was the metalwork- 
ing market. In terms of Standard Industrial Classification codes, 
this includes SIC 19, 25 and 33-39. The breadth of this market 
ranges from the manufacture of tin cans to machine tools and air- 
craft. All told—about 185 separate 4-digit SIC industries are in- 
cluded. Buying patterns were determined for all major product 
categories used in metalworking. The project measures how 
these products are purchased by metalworking as a whole and also 
analyzes variations in the buying process by specific industry 
breakdowns within metalworking. An indication of the size of 
metalworking, and the scope of the study can be gained from these 
statistics which show that metalworking accounts for nearly 1 out 
of every 2 dollars of value added by manufacture. . .and a similar 
proportion of all manufacturing employment. 

The JRON AGE, a Chilton Company publication, sponsored this 
investigation in order to evaluate the purchasing process in the 
dynamic and rapidly growing metalworking industry; an industry 
whose sales have more than doubled in the last decade. In its 
most basic terms, the purpose of the study was: (1) To determine 
where the metalworking market is, and (2) How it buys. 

I would like to give you some brief background on the study 
which was nine months in planning and field testing, and three 
years in execution! This should aid in your understanding of the 
findings as they are presented. National Analysts, Inc. conducted 
the project in its entirety. The sample for the study was drawn 
from a ‘‘Master List’’ of nearly 27,000 metalworking plants. The 
plants in this master file were obtained from a comprehensive 
census which The IRON AGE conducts on a continuing basis. All 
known sources are utilized to keep the census up-to-date. De- 
tailed information on each plant is processed into punched cards. 
Information includes the plant’s location, products manufactured, 
types of production processes used and number of workers em- 
ployed. Plant statistics, in detail and summary form, have been 
published in a volume entitled ‘‘Basic Marketing Data.’’ 

With these ‘‘tools’’ it was possible for National Analysts to de- 
sign and draw a highly efficient industrial probability sample. The 
complexity of the universe called for a multi-stage sampling plan. 
The first stage was the drawing of a random sample os 25 
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industrial areas out of a total of 148 which cover the United States. 
Then, from listings of all plants located within the 25 sample 
areas, a random selection of 748 sample plants was made. 

Within each plant, a complete enumeration of all executives 
down to and including supervisors and foremen was made to be 
sure of bringing into the sample all possible major buying influ- 
ences. And finally, these lists of people were sub-sampled ona 
probability basis and carefully screened to identify those who had 
some buying influence. The buying influence executives were then 
personally interviewed on an intensive basis. 

The interviewing process consisted of determining whether or 
not each man had anything to do with the purchase of one or more 
of the 15 product categories studied. Further questions probed 
the specific actions taken in purchases. In all, a probability sam- 
ple of 3,339 executives in 748 plants was personally interviewed in 
what has been described as the most intensive study of industrial 
purchasing ever undertaken. As many as five call backs were 
made to obtain interviews with those drawn into the sample. 

In order to assure adherence to the best standards of research 
practice; the objectives, interviewing procedure, questionnaire 
and sample design for two major phases of the study were done in 
consultation with the Advertising Research Foundation Technical 
Committees. Detail information was obtained regarding the rela- 
tive importance of various executive groups in purchase decisions 
and the level of their purchasing responsibility. The specific roles 
played in buying decisions from determing type of product to 
selecting suppliers also were measured. 

In all, buying patterns were determined for seven types of 
capital equipment such as machine tools, four types of component 
parts such as electric motors, three types of materials and engi- 
neering products and services. 

What follows are some major findings of the study as they 
pertain to the problem of pinpointing industrial buying targets. 
The kinds of executives who make up metalworking’s purchase- 
decision team, and their relative importance, can be demonstrated. 
It should be noted that a purchase-decision executive is defined as 
one who takes some part in the purchase of at least one of the fif- 
teen major categories of products studied. Also a standardized 
list of metalworking title classifications was used to classify such 
executives by title. Company Officials and Plant and Production 
Managers make up a Significant portion of the team. However, 
better than one out of four purchase-decision executives have En- 
gineering-Technical or Purchasing titles. 

In the study, each executive was asked to indicate his executive 
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function, and if more than one function was indicated, which was 
his primary function, The study found that 28 per cent of metal- 
working’s purchase-decision executives said Top Management was 
their primary function. . .32 per cent indicated Operating Man~ 
agement. . .and nearly 1 our of 3 had either Purchasing, Produc- 
tion, Design and Development or Maintenance Engineering and 
Purchasing as their primary function. It is also significant to note 
that 86 per cent of all executives screened for interview take some 
part in purchase of at least one of the fifteen major product cate- 
gories studied. 

Another major finding of the study which has significance for 
anyone trying to pinpoint metalworking buying targets is the fact 
that the average metalworking purchase-decision executive has 
two executive functions. The significance of this overlap in execu- 
tive functions is worthy of comment. In indicates we cannot over- 
simplify industrial buying procedures. We cannot compartmental- 
ize buying influences into neat mutually exclusive groupings. The 
fact that an individual wears more than one hat in his job has im- 
portant implications in his purchasing behavior. 

The extent of this overlap in executive functions can be shown, 
When multiple functions are considered, there is a significant 
increase in the number of purchase-decision executives having a 
given function as either primary or secondary responsibility. For 
example, while 32 per cent of all purchase-decision executives 
have operating management as their primary function, 52 per cent 
or nearly twice that number have operating management as one of 
their functions. Similarly, while six per cent of the purchase- 
decision executives have Design and Development Engineering as 
their primary function, 19 per cent or more than three times that 
number have it as one of their functions. From these facts it is 
obvious that a great many purchase decision executives, other 
than those with the respective primary functions, should be targets 
for your marketing efforts. 

Other factors also affect the make-up of metalworking’s pur- 
chase-decision team. For example, a comparison can be made by 
title distribution of purchase-decision executives for small plants 
. . . those with 20-99 plant workers. . .and for large plants. . . 
those with 500 or more plant workers. It shows how plant size 
affects the make-up of the purchase-decision team. . .and your 
buying targets. One fact stands out immediately. It is the change 
in the relative importance of Company Officials in the two plant 
size groups. In small plants, Company Officials make up 44 per 
cent of the purchase-decision team, while in larger plants this 
number dwindles to 14 per cent. If you reflect for a moment, the 
reason for this becomes apparent. In small plants, company offi- 
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cials can and do get involved in practically everything that goes 
on, In larger plants, on the other hand, company officials would 
never get anything done if they did not delegate responsibility and 
authority. 

Industries in which your product is sold can also make a signi- 
ficant difference in the make-up of the purchase-decision team. 
In the Fabricated Metal Products subdivisions of metalworking 
22 per cent of the purchase-decision executives have Plant and 
Production Managers titles. In the Transportation Equipment, 
Plant and Production Managers accounts for 51 per cent of the 
purchase-decision team. Here again, a bit of reflection explains 
why this is so. In SIC 34 the ‘‘plant-mix’’ involves fairly equal 
numbers of small, medium and large size plants. SIC 37, trans- 
portation on the other hand, is composed of a comparatively small 
number of very large plants. Such differences should be con- 
sidered in any attempt to pinpoint buying targets. 

Type of product also affects make-up for the purchase-decision 
team, and therefore the targets for advertising. For example, in 
the case of Heat Treating Equipment, Company Officials and Plant 
and Production Managers account of 63 per cent of the purchase- 
decision team. For Manufactured Parts and Components, these 
two executive groups account for 54 per cent or substantially less 
of the purchase-decision team. In the latter case, there is an in- 
crease in the importance of Engineering and Purchasing execu- 
tives. 

Finally, the make-up of the purchase-decision team can be af- 
fected by the nature of the sales problem. For example if your 
sales objective calls for getting your Manufactured Part or Com- 
ponent specified, Engineering and Technical Executives account 
for a higher proportion of the purchase-decision team. If, on the 
other hand, your sales objective involves having your company 
evaluated as a potential supplier of Manufactured Parts and Com- 
ponents, Purchasing Agents become proportionately more impor- 
tant. . . these facts are not too surprising but the quantitative re- 
lationships have seldom been as accurately defined. 

The foregoing illustrations represent only highlights of some of 
the major findings obtained in The JRON AGE buying influence 
study. They were selected from volumes of data to dramatize the 
need for measuring and using accurate and specific information 
about industrial buying habits and practice. There is still a great 
deal to learn in this area of industrial buying behavior and influ- 
ence. While industrial marketing research has improved greatly 
in recent years, it must continue to apply the most advanced tech- 
niques of market measurement if we are to keep pace with the 
rapidly changing industrial markets. 
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28. EMOTIONAL ASPECTS OF 
INDUSTRIAL BUYING 


Hector Lazo* 


HE STEEL Magazine study, ‘‘Emotional Factors Underlying 

Industrial Purchases,’’ deserves a place on this program if for 
no other reason than that it confirms what many of us have been 
saying for sometime: that the industrial buyer is a human being, 
even though at times he might not seem so to the salesman. This 
study gives us evidence, probably for the first time. It does not 
take much imagination to determine, from a sales manager’s point 
of view, how many of these findings could be used to advantage, but 
it does take some ingenuity to present these findings in the short 
time allotted me. 

In order to simplify and organize this presentation, and to 
comply with the rigid limitations of time, I will very briefly state 
the purpose, which itself imposed certain restrictions onthe study; 
the methodology, some of which was new and in itself rewarding; 
and then the findings, with some general conclusions, mostly 
drawn by the professional psychologist who made the study, with 
one or two overall observations which I could not resist making 
myself. 


Purpose of the Study 


Broadly, the purpose of the study was to answer three specific 
questions: 


1. Why does the metalworking manager buy? 
2. Why does he select one brand over another? 
3. What kind of an animal is this metalworking manager? 


Please bear in mind this deals only with metalworking buyers. 


*Hector Lazo, Professor of Marketing, Graduate School of Business Adminis- 
tration, New York University. 
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Methodology of the Study 


To those of us accustomed to the typical consumer survey in- 
volving from 1,000 to 2,500 mail questionnaires, a total of some 
100 personal interviews might seem like an extremely small 
sample. However, anyone who has conducted atrue depth interview 
knowns the great amount of information that properly conducted 
depth interviews can bring forth. 

The STEEL Magazine study was conducted by Dr. F. Robert 
Shoaf, a trained industrial psychologist and motivation research 
consultant. Dr. Shoaf is also Assistant Professor of Marketing 
at the School of Commerce, New York University. From previous 
studies and in the course of pre-testing this particular study, Dr. 
Shoaf recognized that the typical buying situation in the metal- 
working industry involves from three to six individuals and al- 
most always involves someone other than the purchasing director 
personally. Shoaf also knew, however, that the purchasing agent is 
a very important factor in all purchasing situations; and, under 
certain conditions, the most important individual in the picture. 
He therefore determined to study this man in particular, although 
he would also investigate what made the other buying influences 
in the company tick. Top management, production management, 
engineering management, at times financial and sales management 
can all be involved; they would all need to be taken into consider- 
ation, since they all may and often do enter into the buying picture. 

The decision was made to interview a representative sample of 
each group in typical metalworking industries in various cities. 
The study took all summer, covered 18 industrial cities, 70 plants 
and 137 individuals representing all metalworking buying influ- 
ences in all metalworking S.I.C. categories. Interviews involved 
17 presidents, 16 vice presidents, 23 engineers, 27 plant or pro- 
duction managers, 14 financial or sales managers, and 40 purchas- 
ing directors. 

Shoaf also discovered that the typical techniques of depth inter- 
viewing—word associations, role playing, and the like—were not 
suited for this study. While housewives and perhaps even busi- 
nessmen might enjoy those ‘‘games’’ in their own sitting room, 
in the office the average businessman is apt to look upon games, 
even psychological games, as rather silly. Hence he resorted to 
a modified open-end questioning approach, based on the dual as- 
sumption that even busy businessmen like to talk about themselves; 
and that the businessman will tell a sympathetic listener things 
he would not mention to his own colleagues or associates, so long 
as he feels sure he will not be quoted. 
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The technique worked. Shoaf led the officials into giving per- 
sonal data, duties, responsibilities, educational background, busi- 
ness experience. In the next step he led the business executive 
into stating his own criteria for selecting suppliers, and to des- 
cribe typically how such criteria worked in a recent buying sit- 
uation. And finally, by questioning and encouragement, the ex- 
ecutive was led to disclose difficulties encountered, reasons for 
not buying, and the executive’s own versions of such important 
considerations as loyalty, pride, ambition, aspirations, etc. 

Most marketing people have agreed for sometime that buyers, 
whether industrial or consumer, don’t buy things, but buy values 
and satisfactions. Out of these interviews, some of which lasted 
two hours and more, the interviewer had extensive case histories 
of individual executive value judgments, by types of individuals, 
by positions held, by background experience and education. In 
addition, he had a very fair appraisal of the businessman’s per- 
sonality, his goals, his ambitions, his fears, and his satisfactions. 

Throughout the interview, Shoaf used a questionnaire guide, 
and posed various problems to draw out the respondents. He was 
always careful to touch upon the value judgments—security, loyalty, 
status, prestige, fear, business ethics, comfort, habit. He was 
able in this way to build a composite of the metalworking buying 
personality. 


The Findings 


Careful study of the STEEL report indicates 4 major findings 
from the total of more than 100 notebooks filled with interesting 
and at times fascinating sidelights on Homo Sapiens, metalworking 
variety. Perhaps it is more exact to say there were four major 
findings and a series of sub-findings, all of which have practical 
marketing application: 


No.1 IN HIS BUYING HABITS, THE INDUSTRIAL BUYER 
IS MORE HUMAN THAN INDUSTRIAL MARKETERS 
HAVE REALIZED, 


The industrial buyer not only has the same biological needs 
that you and I have, but he also has the same psychological drives, 
urges, desires, ambitions. His environment conditions him to ex- 
press his needs and desires in a certain, perhaps restricted, way 
because of his vocation. He is not free to spend as he pleases, 
since he is not spending his own money nor is he buying for him- 
self. But in the actual buying situation he is human, he is 
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influenced by the same senses and reactions that influence all of 
us when we buy. 

Naturally, in industrial buying the company and the company’s 
policies restrict the metalworking buyer. In most instances, 
metalworking buyers learn the ground rules early, and learn to 
observe them as a matter of self-protection. Hence they are 
often likely to be conformists and organization men—for that way 
lies security. And most of these men, normally ambitious, with 
the normal urge to grow and to progress, find themselves in con- 
flict with themselves, one part of them urging action, and other 
urging caution. They realize they are spending company money, 
often large sums of money, and that one false step can lead to loss 
of status, in extreme cases possibly loss of job. These men are 
therefore very conscious of the need for what might be called 
‘‘conservative good judgment’’; in plain words, the need for secu- 
rity. This leads metalworking buyers often to resist change, even 
to the point of inertia. 

The composite metalworking buying executive, as you can see, 
is a rather complex individual; almost a split personality. 


No.2 THE SECOND FINDING IS THAT ALL OF THE BUY- 
ING INFLUENCES, ALTHOUGH OCCUPYING DIFFER- 
ENT POSITIONS AND HENCE LOOKING AT THE 
BUYING SITUATION FROM DIFFERENT POINTS OF 
VIEW, HAVE COMMON MANAGEMENT INTERESTS. 


All of these buying influences, whether top management, plant 
management, engineers or purchasing directors, identify them- 
selves with the welfare of the company. They believe their own 
goals can best be realized through realizing the company goals— 
profitable operations, efficient production records, sound per- 
sonnel policies, etc. 

Furthermore, all these different types of officials shared a 
common and vivid interest in what competition isdoing. Naturally, 
some of them felt this interest more intensely than others, but they 
all had it in varying degrees. Almost to a man they recognized 
that their company was operating in an intensely competitive 
climate and that their own acts contributed to their company’s 
ability to compete successfully. 

Further, these men all recognize that it is not individual per- 
formance within an organization that counts, but the total profit- 
able operation of the company as a whole, in which the individual 
performer plays his own important part. But they also share the 
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knowledge that each of their individual performances cuts across 
many other company lines as well. They all recognized that pro- 
gress was the inescapable call of the future, and that competition 
plays a leading role in progress. 


No.3 NEEDS EXIST EVERYWHERE IN INDUSTRY, BUT 
INDUSTRIAL MARKETERS ARE NOT DOING A SUF- 
FICIENTLY CREATIVE JOB OF CHANGING THESE 
NEEDS INTO WANTS. 


This finding apparently cuts both ways. Sellers are not suf- 
ficiently imaginative in associating customer needs with their own 
product and the ability of their product to solve the customer’s 
need; and customers often get caught up in tradition, fight change, 
and exhibit a high degree of fear in resisting the new. They would 
rather stand pat than take the chance of making a mistake, of 
looking bad in the eyes of the boss or of their associates. 

Imaginative marketing strategy apparently would be more ef- 
fective in such situations than cold logic, again demonstrating that 
the industrial buyer often makes buying decisions basedon emotion 
rather than objective logic. 

This naturally affects many different types of buying decisions. 
Cautious conservatism leads men to be followers rather than in- 
novators. Hence they often wait until the competitor has taken 
positive action before they act. Then, for fear of falling behind, 
they follow. The telling argument here is not cold analysis ofa 
company need but fear of not keeping up with competition. To 
make up his mind, the buying influence in such situations needs 
reassurance, needs to be shown that the risk he fears in buying is 
actually not the real risk at all. . .because satisfied users have 
already taken advantage of the product, and may indeed already be 
getting ahead of him because of it. 

Here the study points up another common phenomenon we all 
know so well in consumer buying. When relatively large sums are 
involved, the cautious individual wants group support for the de- 
cision, even as you and I. We as consumers hesitate to buy a 
house, or a car, or major equipment or household goods without 
what politicians call ‘‘advice and consent’’. . .so we can share the 
responsibility of the decision. Even so the industrial buyer. He 
hesitates to approve on his own responsibility major purchases 
involving large sums of company money. The concurrence of 
other members of the buying team will boost his ego. . .and he 
feels safer when there are others in on it to share the responsi- 
bility, just in case, 
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No. 4 AS PRODUCTS AND SERVICES BECOME MORE AND 
MORE OBJECTIVELY ALIKE, THE BUYER’S FINAL 
DECISION ARE BASED MORE AND MORE ON SUB- 
JECTIVE, EMOTIONAL FACTORS. 


All of us know that product differentiation today is to a large 
extent a matter of artificial or promotional differences. This is 
equally true in industrial and consumer goods. Basic differences 
among competing products are far fewer than advertising would 
have us believe. 

We also know that in a highly competitive society such as we 
enjoy in the United States, clearly superior features in any one 
product don’t remain uniquely superior for very long. Given then 
the basic quality of the product (and general competitive equality 
in such quality), the individual buyer looks for prompt delivery 
and service. He needs these of course to plan his own production 
schedules. But late delivery means much more than merely dis- 
rupted production schedules. To the buyer, it means lack of 
interest on the part of the seller, lack of responsibility, lack of 
desire to serve, often loss of prestige to the buyer, and in fact, a 
broken promise. Repeated late deliveries are a manifestation of 
lack of integrity, if by integrity we mean honest commitments 
honestly agreed to. And the consequences of lack of integrity are 
largely subjective, emotional, and varying in intensity of feeling 
with the individual’s own makeup. Under certain conditions, late 
deliveries will affect the individual buyer’s pride, his status, his 
ability to deliver; hence his own importance, not only in his own 
eyes, but the eyes of his associates and superiors as well. And I 
submit to you that there is nothing cold or logical about a man’s 
hurt pride. 

From such an interpretation of service in general, the indus- 
trial buyer easily passes into the next phase of product service— 
the post-sale product follow-through. Many mention the apparent 
lack of sincere interest on the part of salesmen once the sale has 
been consummated. Buyers express fear of buying from vendors 
with unknown or negative reputations in the field of post-sale 
product service. They feel that in many such instances the buyer 
finds himself holding the well-known bag. 

From this to what has become the newest darling of public 
relations is but a short step. Industrial buyers frankly admit that 
company image—the image of the company behind the product—has 
a great deal to do with their decision to buy. Just what constitutes 
corporate image is far from settled. As most of you no doubt 
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know, a very recent pioneer book is just off the press entitled 
DEVELOPING THE CORPORATE IMAGE, published by Scribners 
and edited by Lee Bristol, Jr. of Bristol-Myers. According to the 
cover, this is a symposium of experience by 30 leading specialists. 
As one of the contributors, I hesitate to pronounce myself a lead- 
ing specialist, but I can tell you that you will be hard put to find 
the cold logical reasons behind the image of the average corpora- 
tion, as these 30 contributors see it. 

In the STEEL study, the 137 respondents mentioned 14 specific 
factors that influenced their thinking about the company behind the 
product they preferred to buy. 

At the very top of the list, leading all others, and mentioned 
two and one half times more often thanthe proverbial price, stands 
‘*Personal Relations’’; a good working relationship with suppliers 
as people. A very close second is dependability, which to these 
metalworking buyers seems to mean honesty, integrity, sincerity. 
This, too, is more than twice as important as price, five times 
more important than the research facilities of the supplier, three 
and one half times more important than the size of the supplier. 
Number three on the list of most-mentioned factors is ‘‘attitude’’, 
which to them means attentiveness, demonstration of wanting to do 
business with the buyer. As we all know, this is very largely a 
matter of personal attitude on the part of the sales representative; 
again a matter of personal, subjective relationships, of personal 
attitudes. 

Take these first three factors, and add the fourth, without which 
you cannot have confidence in buying, namely product quality; and 
you have the four factors that far outweigh in importance all the 
other ten factors put together, including product, product line, 
production facilities, price, financial solvency, and the rest. Of 
course industrial buyers want fair and stable prices, research 
facilities, good engineering, modern production equipment, but 
above all, they want to feel that they are dealing with dependable, 
ethical, and honest houses, whose product quality they can take for 
granted, and whose personal service, personal attitude, and per- 
sonal integrity give guarantee of value and of buyer satisfaction, 

You cannot quantify these aspects of a buying situation. Who 
the supplier is becomes as important, indeed if not more im- 
portant, than what the product is. The industrial metalworking 
buyer buys ‘‘the company behind the product’’ as well as the 
product itself. 

As product differences become less discernible, the people 
differences assume greater and greater importance. Favorable 
emotional impressions of you and of your company will very often 
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determine the decision in your favor. Often these impressions 
may be subconscious, but they are there nonetheless. The in- 
dustrial metalworking buyer frankly admits he likes to do busi- 
ness with a house with which he feels at home. 


Conclusion 


Out of all this comes one overriding general conclusion: that 
fear is one of the major influences in industrial buying. Fear of 
displeasing the boss. Fear of making a wrong decision. Fear of 
committing the company to substantial outlays. Fear of making 
a mistake. Fear of losing face with the boss or with one’s as- 
sociates. Fear of losing status. Fear, indeed, in extreme cases, 
of losing one’s job. 

None of this can be said to be coldly logical or objective. The 
buying influence is very much personally involved in this. He 
needs personal reassurance. He needs confidence. He needs to be 
able to have faith in people. 

It is natural that in such a study the trained psychologist would 
draw one set of conclusions, and that those of us who can lay no 
claim to scientific competence, but have come up through sales, 
might interpret these findings differently. But to the imaginative 
sales manager the findings of the Shoaf STEEL study leave in- 
disputable evidence that the metalworking buyer himself is in- 
fluenced in his decisions by many of the same considerations that 
influence you and me in our own buying decisions. 

Indeed, when the purchasing man in industry tells you that 
availability of product, prompt delivery, right price, pre- and 
post-sale service, and adequate information play most important 
roles in the purchasing decision, he is telling you the truth. But 
don’t forget that these buying decisions are made by people, 
people subject to all the senses and emotions even as you and I— 
sight, sound, taste, pain, sorrow, fear, confidence, satisfaction. 
The trick is to bring these emotions into focus to influence the 
purchasing man in the right direction. But let’s not overlook the 
basic truth that purchasing executives are purchasing people, and 
that as long as people are people, they are going to continue to be- 
have like people, to be influenced like people, and to buy like 
people. 


29. MOTIVES IN INDUSTRIAL BUYING 


George M. Robertson* 


T the request of its subscribers, the Industrial Advertising Re- 
search Institute undertook a study of ‘‘Motives in Industrial 
Buying.’’ This was an experimental project applying some tech- 
niques of motivation research to industrial purchasing. I served 
as chairman of the Project Council whose membership included: 


Dr. J. E, Bachelder, Director—Industrial Advertising Re- 
search Institute 

H, E, Snyder, Director of Marketing—Arcos Corporation 

Robert Uhl, Vice President—Batten, Barton, Durstine & 
Osborn 

H, E, Van Petten, Director of Advertising—The B. F. 
Goodrich Company 

John Veckly, Director of Advertising—U. S, Steel Corpor- 
ation 

Dr. Charles Winick, Professor—Queens College 

J. D. Wood, Manager—Advertising, Jones & Lamson Ma- 
chine Company 

Field Work, Stewart Dougall & Associates, Inc. 


Our objectives were: 


1. To determine whether the techniques of motivation research 
can be used effectively in the industrial field. And the findings 
indicate that the newer indirect techniques studied can be used as 
effectively as conventional direct questioning. Respondents were 
equally cooperative and complete in their answers to the two types 
of questions, 

2. To determine the extent to which the newer indirect methods 
of motivation research improve upon conventional methods in ob- 
taining industrial marketing information, 

3. To determine some of the underlying or hidden reasons for 
making industrial buying decisions, 


*George M. Robertson, Manager, Advertising Administration and Research, 
Apparatus Sales Division, General Electric Company. 
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I would like to share with you the studies which we did on be- 
half of our second and third objectives. This material will, I be- 
lieve, enable you to make some interesting comparisons between 
conventional direct questioning and the newer indirect techniques 
usually associated with motivation research. The findings may 
give you: 


1. Some insights as to whether the newer techniques are 
actually an improvement upon traditional questioning; and 

2. Whether the indirect methods really disclose any hidden 
motives—any additional information about the buyers’ motives, 
ideas, and attitudes, and their images of suppliers’ products and 
their companies. 


In selecting the techniques to be tested by this study, we chose 
those that might be generally used by industrial marketers who 
might want to undertake their own surveys from time to time. 
Depth interviewing, of course, had been proved practical over a 
number of years; so had some of the other so-called motivation 
methods. It was agreed at the outset that such devices as thematic 
apperception tests, Rorschach ink-blot tests, or strictly clinical 
methods requiring advanced psychological treatment and adminis- 
tration would not be used, Such techniques wouid be impractical in 
most surveys which industrial advertisers might conduct. 

With these things in mind, we selected the following motivation 
research techniques for testing: 


1. Balloons—as in comic strips. The respondent projects him- 
self into one of the characters and either agrees with what is 
said, or fills in an empty balloon with what he would say. 

2. Projections to Other Persons—as a sales executive eval- 
uating salesmen’s excuses. 

3. Agree-disagree Attitudes—expressions of attitudes through 
the medium of agreement or lack of agreement with individual 
statements, 

4. Adjective Choice—expression of attitude toward a person or 
company through the medium of selection of applicable adjectives 
from a long list. 

5. Depth Probing—questions in series to discover underlying 
attitudes. 


Our approach was to parallel indirect questioning with direct 
questioning. In other words, each indirect question would have a 
parallel direct question. Thus, the two techniques could be com- 
pared. 
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Our sample was 58 key buying influences—purchasing agents, 
engineers, production men, and executives—in 24 companies. 
They represented four industries and eight classes of products. 
Those interviewed were divided into two groups. Half of the ques- 
tions asked of each person were direct questions, and the other 
half, indirect. However, the questions which were asked directly 
of one person were asked indirectly of the second, As a result of 
this approach, we could compare direct and indirect questioning 
without having to ask each person the same question twice—once 
as a direct question and again as an indirect question. The inter- 
views were conducted by trained industrial interviewers from the 
staff of Stewart, Dougall & Associates. 

Before we review some of the major findings of this study, let 
me remind you of two things. First, this was an experimental 
study—a pilot study employing certain techniques relatively new 
to industrial buying studies. Secondly, this was a qualitative—not 
a quantitative—study. Moreoever, unresolved problems of inter- 
pretation do exist. These factors in no way detract from the value 
or usefulness of this study. They simply put the findings into 
proper perspective so that they can be used with telling effective- 
ness. 

To provide comparative testing of indirect versus direct inter- 
viewing techniques, we decided to operate both approaches within 
a group of eight factors which would be illustrative of the type of 
resistances or aids met in typical selling conditions and fairly 
common to different products and different kinds of customers. 
These were: 


Attitudes toward suppliers 

Fixed loyalty to certain suppliers 
Specific factors in buying decisions 
Effect of supplier size 

Effect of supplier location 

Effect of private versus public ownership 
Attitudes about sales and service 
Attitudes toward salesmen 


Since there isn’t space to report our findings on all of the 
newer indirect questioning techniques and the underlying or hidden 
reasons behind buying decisions which they revealed, I'll just 
cover four situations in some detail. 

Using the balloon technique, we wanted to see what clues or in- 
sights motivations research might give us about the loyalty of 
buyers to certain suppliers. How many times have you heard a 
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buyer say something like this: ‘‘We’ve been buying motors from 
Smith for ten years, and we aren’t about to change.’’ Here, we 
wanted to see if motivation research could tell us if buyers like 
this really meant what they said—that there wasn’t a Chinaman’s 
chance of getting their business because of such fixed loyalties. 
Therefore, a direct question was asked of one half of the respond- 
ents, 


Question: As far as you personally are concerned, do you 
feel it’s better to stay with the old suppliers or to make 
changes from time to time? 

Answer: Eighteen said stay with old suppliers; nine said 
change from time to time. 


On the other half of the respondents, we used a motivational 
question of the projective type. Respondents were shown a cartoon 
as the interviewer said: 


‘‘This shows a conference that’s in progress. The pur- 
pose of the meeting is the periodic review of suppliers.’’ 


As we look in on the conference, Pete is saying: 

‘Now this is our present supplier list. We’ve been with 
them for quite a while and they’ve been doing a good job. 
I see no reason for making any changes. The next sub- 
jectis. ..”’ 


While Tom interrupts to say: 


‘‘Hold on Pete. . . Loyalty is fine, but there are a lot of 
other considerations. I think we’re due for a change.’’ 


And the interviewer said: 


‘In this case, with which man would you be in most 
agreement? Why is that?’’ 


Answer: Ten said, ‘‘I see no reason for making any changes.’’ 
Thirteen said, ‘‘I think we’re due for a change.”’ 
Eight said, ‘‘Neither.’’ 2 didn’t answer. 


Here, we see a reversal. By indirect questioning, more people 
agreed with the idea of change than held for no change. In other 
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words, 13 versus 10, and of the total, less than one-third indicated 
a strong supplier loyalty. The atmosphere, then, would be one of 
open-mindedness, of willingness to listen to change. Therefore, 
in only one case out of three would the salesman encounter serious 
entrenched loyalty. And the conclusion would seem to be that the 
indirect approach provides a better measure of this resistance 
than the factual, direct method. 

Another of the newer techniques selected for testing was adjec- 
tive choice—expression of attitude towards a person or company 
through the medium of selection of applicable adjectives from a 
long list. For this test, we chose the selling situation involving 
positive and negative attitudes towards suppliers. These are the 
pre-judgment factors which the salesman meets upon arrival and 
which may be a barrier to overcome or a wave of good will on 
which to ride. We wanted to know the extent to which such pre- 
judgments exist pro or con and something of their nature. 

To obtain an insight as to the positive attitudes towards sup- 
pliers, we asked half of the respondents this direct question: ‘‘Are 
there any suppliers about whom you have a more favorable atti- 
tude than others, in any respect? Why?’’ 

In reply to this direct question, these buying influences indi-~ 
cated that suppliers about whom they had favorable attitudes pro- 
vided in this order: 


1. Superior engineering and research 
2. High quality products 
3. Superior service 


Good delivery, good cooperation, and superior salesmen were next 
in order, and each re¢ceived the same rating. Other responses 
ranged all the way from superior personnel to good management. 

On the other half of the respondents, we used the indirect ap- 
proach, They were handed a card containing this list of 45 adjec- 
tives, and the interviewer said: 


‘‘Now think of a supplier toward which you have a 
naturally favorable reaction. Got one? Now would you go 
over this list quickly, giving me the numbers of the words 
that best describe your feelings toward this company??’’ 


The largest number of respondents said that ‘‘competent’’ best 
described their feelings toward the supplier. Next in order of 
rank were dependable, aggressive, alert, flexible, and intelligent. 
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To summarize, we find that direct questioning concerning posi- 
tive and negative attitudes brings out specific factors such as 
price, quality, and delivery. However, indirect techniques appear 
to indicate that there are other images of selling companies in the 
mind of the buyer. The indirect techniques also seem to indicate 
that the buyer is concerned as to whether the seller is genuinely 
interested in the buyer’s problems. Additionally, there are many 
more favorable attitudes towards sellers than unfavorable. In 
effect, then, the seller is mainly working in a market which is 
favorable to him rather than one which is unfavorable. 

Of course, there is the problem of secondary interpretation. 
Just what does this list of adjectives mean? One interpretation 
might be that the buyer thinks favorably of the seller on whom he 
can depend for help in solving his problems. The buyer wants a 
competent, dependable, reliable product, but he also wants a seller 
that can keep up with the ever-changing needs and market—an 
alert, flexible, intelligent supplier who is aggressive. 

The third of the newer interviewing techniques that we wanted 
to take a reading on was ‘‘projection to other persons.’’ Here, a 
series of actions or things to be done by a person are listed and 
the respondent is asked to describe the kind of person who did do 
such things or act in such a way. The basic assumption is that 
the respondent reveals something of his own personality, his own 
ideas, motives, wishes, and attitudes by ‘‘projecting’’ himself into 
the test situation. This technique was tested in another typical 
sales situation; namely, the key or catalyzing factors which pro- 
duce the ultimate decision to buy. In other words, what is it that 
finally determines where to place the order? 

In this test, the direct question asked of one-half of the buying 
influences studied was as follows: 


‘‘When you’re making decisions as to what suppliers will 
get the business and so forth, what would you generally 
consider to be the deciding factors that tipped the scales 
in the final analysis?’’ 


For the indirect approach, the interviewer said this to the other 
half of the buying influences: 


‘I'd like also to discuss supplier sales representation. 
Here’s a short list of excuses a salesman might use on 
his boss in explaining why he’s not making quota. If you 
were a sales manager, how would you consider these ex- 
cuses? That is, would you generally say that they were 
acceptable or unacceptable?’’ 
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words, 13 versus 10, and of the total, less than one-third indicated 
a strong supplier loyalty. The atmosphere, then, would be one of 
open-mindedness, of willingness to listen to change. Therefore, 
in only one case out of three would the salesman encounter serious 
entrenched loyalty. And the conclusion would seem to be that the 
indirect approach provides a better measure of this resistance 
than the factual, direct method. 

Another of the newer techniques selected for testing was adjec- 
tive choice—expression of attitude towards a person or company 
through the medium of selection of applicable adjectives from a 
long list. For this test, we chose the selling situation involving 
positive and negative attitudes towards suppliers. These are the 
pre-judgment factors which the salesman meets upon arrival and 
which may be a barrier to overcome or a wave of good will on 
which to ride. We wanted to know the extent to which such pre- 
judgments exist pro or con and something of their nature. 

To obtain an insight as to the positive attitudes towards sup- 
pliers, we asked half of the respondents this direct question: ‘‘Are 
there any suppliers about whom you have a more favorable atti- 
tude than others, in any respect? Why?’’ 

In reply to this direct question, these buying influences indi- 
cated that suppliers about whom they had favorable attitudes pro- 
vided in this order: 


1. Superior engineering and research 
2. High quality products 
3. Superior service 


Good delivery, good cooperation, and superior salesmen were next 
in order, and each received the same rating. Other responses 
ranged all the way from superior personnel to good management. 

On the other half of the respondents, we used the indirect ap- 
proach. They were handed a card containing this list of 45 adjec- 
tives, and the interviewer said: 


‘‘Now think of a supplier toward which you have a 
naturally favorable reaction. Got one? Now would you go 
over this list quickly, giving me the numbers of the words 
that best describe your feelings toward this company?”’’ 


The largest number of respondents said that ‘‘competent’’ best 
described their feelings toward the supplier. Next in order of 
rank were dependable, aggressive, alert, flexible, and intelligent. 
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To summarize, we find that direct questioning concerning posi- 
tive and negative attitudes brings out specific factors such as 
price, quality, and delivery. However, indirect techniques appear 
to indicate that there are other images of selling companies in the 
mind of the buyer. The indirect techniques also seem to indicate 
that the buyer is concerned as to whether the seller is genuinely 
interested in the buyer’s problems. Additionally, there are many 
more favorable attitudes towards sellers than unfavorable. In 
effect, then, the seller is mainly working in a market which is 
favorable to him rather than one which is unfavorable. 

Of course, there is the problem of secondary interpretation. 
Just what does this list of adjectives mean? One interpretation 
might be that the buyer thinks favorably of the seller on whom he 
can depend for help in solving his problems. The buyer wants a 
competent, dependable, reliable product, but he also wants a seller 
that can keep up with the ever-changing needs and market—an 
alert, flexible, intelligent supplier who is aggressive. 

The third of the newer interviewing techniques that we wanted 
to take a reading on was ‘‘projection to other persons.’’ Here, a 
series of actions or things to be done by a person are listed and 
the respondent is asked to describe the kind of person who did do 
such things or act in such a way. The basic assumption is that 
the respondent reveals something of his own personality, his own 
ideas, motives, wishes, and attitudes by ‘‘projecting’’ himself into 
the test situation. This technique was tested in another typical 
sales situation; namely, the key or catalyzing factors which pro- 
duce the ultimate decision to buy. In other words, what is it that 
finally determines where to place the order? 

In this test, the direct question asked of one-half of the buying 
influences studied was as follows: 


‘‘When you’re making decisions as to what suppliers will 
get the business and so forth, what would you generally 
consider to be the deciding factors that tipped the scales 
in the final analysis?’’ 


For the indirect approach, the interviewer said this to the other 
half of the buying influences: 


‘I'd like also to discuss supplier sales representation. 
Here’s a short list of excuses a salesman might use on 
his boss in explaining why he’s not making quota. If you 
were a sales manager, how would you consider these ex- 
cuses? That is, would you generally say that they were 
acceptable or unacceptable?’’ 
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The list included six excuses of which I’ll read just the first. 
‘It’s not me—it’s the factory. If those people would just keep de- 
livery promises, it would help out a lot.’’ The deciding factor 
here, of course, is ‘‘delivery.’’ 

The important difference between the two methods is the rank- 
ing of price in the purchase decision. Based on direct questioning, 
price ranked 2nd, while as a result of indirect questioning, it 
ranked 7th. It may be that because of methodology, the relative 
rankings of price by the two methods are not quite accurate. Re- 
gardless of this, however, it is abundantly clear in both instances 
that price is not the most important final factor and that the final 
decision may arise from one of several factors. Certainly, quality 
and performance rank high in both techniques, as does delivery, 
which ranked first in indirect and 3rd on direct. 

As every sales manager knows, a major factor in the purchase 
of an industrial product is the personalities of the people involved 
in the purchase decision. For this reason, our Council decided to 
explore the personality traits of individuals to seee what we could 
learn through the use of direct and indirect methods to discover 
the existence or absence of six personality traits which might be 
factors. The six traits chosen for study were: 


Superior phobia—a fear of the boss. 

Preconceptions —a lack of open-mindedness, 

Inertia —a lack of aggressiveness and cooperation. 

Undue influence of associates—a similar hesitancy to ex- 
press opinions in disagreement with associates, 
coupled with a tendency to accept their opinions with- 
out question. 

Shoulder-chips —a semi-belligerent attitude at the start. 

Inadequate knowledge —a tendency to prejudge due to lack 
of information or to misunderstanding, 


Two techniques were used to rate each of the 58 buying influ- 
ences interviewed. In the direct approach, professional inter- 
viewers, trained in executive and management interviewing, had to 
decide whether or not each of the six traits was present in the 
respondent’s personality. For the indirect technique, executives 
accepted or rejected each of five representative excuses a sales- 
man might give to explain to his sales manager why he did not 
make a sale. This is typical of the excuses. ‘‘I feel with this 
company that their minds are made up in advance before I go in 
there.’’ The personality trait involved here is, of course, pre- 
conceptions—a lack of open-mindedness. Our approach was this: 
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If a buyer being interviewed agreed with a salesman’s explanation, 
it was assumed that, to some degree, his personality included the 
trait implicit in the so-called excuse. 

In the direct approach, then, the interviewers rated each re- 
spondent; while in the indirect approach, respondents, in effect, 
rated themselves by agreeing or disagreeing with the salesmen’s 
excuses, 

The frequency of the traits based on respondents’ answers can 
be contrasted to the interviewers’ observations. Respondents dis- 
closed a much higher frequency than do interviewers’ observa- 
tions. Only 14 per cent of the respondents disclosed no bad traits 
while the interviewers judged that 42 per cent had no bad traits. 
This would appear to indicate that direct observation is not too 
good a measure of the extent or frequency of personality factors 
entering into the purchase decision. 

Now, let’s look at the findings concerning specific personality 
traits. The percentage of respondents who appear to have each of 
the personality traits under study may be indicated—superior 
phobia, 52 per cent; preconceptions, 50 per cent, etc. This per- 
centage is based on combining the objective rating of the inter- 
viewer with the number of respondents revealing the trait through 
the indirect test. In summary then, more thanhalf, or 52 per cent, 
of the buyers interviewed tended toward ‘‘superior phobia.’’ These 
particular respondents showed, in effect, some degree of fear of 
having superiors disagree with their actions or opinions. They’re 
afraid of displeasing the boss. This suggests that many buyers 
are apt to stick to what they think management wants rather than 
to recommend what, in their judgment, is best. The significance 
of this trait is further emphasized when you note that 39 per cent 
of the respondents had a similar hesitancy to express opinions in 
disagreement with their associates. 

Another observation is that in selling an industrial product, the 
seller must keep in mind the personality factors of those having 
buying influence. It would appear that providing product informa- 
tion is not sufficient in all cases to make a sale. A seller must 
advertise and sell ‘‘up and down the line’’ in a buying company’s 
hierarchy. He must reassure the decision-maker that the choice 
is right, and he must, through personal and mass selling, over- 
come some of the resistance factors in the personalities of the 
buyers. 

This experimental study of ‘‘Motives in Industrial Buying’’ 
raised a number of questions for industrial marketers; gave clues 
or answers to some of them; left other questions unresolved. It 
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has been suggested that I comment on ‘‘Where do we go from 
here?’’ I believe these questions chart the course for us. 


1. Does your marketing ‘‘sell’’ your company as well as its 
products? 


—The report indicates that the image of the company may be inter- 
mixed with the image of the product and its features. To be more 
specific, let me ask the question this way: Does your advertising 
sell your company as well as its products? The significance of 
this question was underscored in the findings of a corporate image 
study in which my own company participated recently. Witness 
this exerpt: 


‘‘The communications challenge coming out of this study 
is to provide buying influences with information that 
ranges beyond the product area. One implication, it ap- 
pears, would be for General Electric to seek out oppor- 
tunities to convey more than a product image through its 
advertising.’’ 


I’m sure that you see the challenge which this has for marketing 
people—to suggest in specific terms various ways of depicting a 
broader image of our company through its product advertising and 
in this way to make our advertising work harder—make it more 
productive. 


2. Do you emphasize a variety of reasons for buying the prod- 
uct? 


—The report indicates that no one reason for buying is a major 
appeal to more than a third of its buyers. 


3. Does your marketing, including advertising, communicate 
with all of the people who influence purchasing in their companies? 


—The findings show that, on the average, six persons are con- 
cerned with an industrial purchase. Does your marketing effort 
reach all of them, one way or another? 


In this area, however, there are several unresolved questions. 
For example, shouldn’t we, as individual marketers, know some- 
thing about the relative importance of each of the six people that 
are involved in an industrial purchase? And, in each of these six 
minds, what is the relative importance of the rational and irra- 
tional factors which we know enter into the decision? For instance, 
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is the rank order of these factors the same for a purchasing agent 
as for an engineer? 


4. Does your marketing reassure the final decision-maker that 
he has made the right purchase? 


—The findings indicate that the final decision-maker in a purchase 
is influenced by his superiors and his associates. He ‘‘wants’’ to 
be reassured that he has made the right decision. 


5. Is your marketing ‘‘product-oriented’”’ or ‘‘customer-ori- 
ented?”’ 


—This report indicates that ‘‘price,’’ ‘‘quality,’’ ‘‘product fea- 
tures,’’ and ‘‘delivery’’ are not the only factors entering into a 
purchase decision. Buyers are individuals with underlying atti- 
tudes, images, prejudices, etc. 

While we’re exploring this area, let me remind you that our 
study of positive and negative attitudes towards suppliers indicated 
that the buyers want to do business with suppliers who can keep up 
with the ever-changing needs of the market—alert, flexible, intelli- 
gent suppliers who are aggressive. Our unresolved problem here 
would be how do we communicate to buyers that we are alert, or 
flexible, or intelligent? 


6. Does your marketing, and particularly your direct selling, 
take into account the fact that buyers are people—that they have 
many different types of personalities—that they have the same 
biological needs, and psychological drives, urges, and desires as 
you and I? Some of us are inclined to forget that buyers are hu- 
man beings. At least, a recent issue of Grey Matter seemed to 
think so, for it said, and I quote: 


‘‘Even many decision-makers in marketing and advertis- 
ing have become so engrossed with mechanical thinking 
that their primary interest—people—has receded into the 
background, 

They talk of ‘mass markets and mass minds.’ They focus 
on statistics, ‘mechanical brains,’ charts, graphs.’’ 


The findings of our study indicate that there are various per- 
sonality factors which must be considered and, perhaps, over- 
come before a sale can be made. In our study of personality 
traits, you’ll recall that superior phobia—fear of the boss—bobbed 
up most frequently—52 per cent. And preconceptions was second 
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in order of frequency. The question is how do we overcome these 
and other bad personality traits? Perhaps our sales training 
should include some instruction in basic personality characteris- 
tics and how to deal with them. At General Electric, we have de- 
veloped a Sales Situation Analysis Course for this express pur- 
pose—amd our sales engineers think it’s wonderful. 


| 


Part Four 


INDUSTRIAL MARKETING 


C. Sales Forecasting by Industrial Marketers 


30. FORECASTING IN A BASIC 
MATERIALS COMPANY 


Robert W. Johnson* 


OW can one who is incorrigibly addicted to the ‘‘art-science”’ 

of forecasting and also a little absent minded avoid overem- 
phasizing any one particular phase of forecasting in a brief dis- 
cussion? One way I can do this is to tell you about the essentials 
of my company’s programming procedures and by implication or 
presumption, bring in the approaches, methods, and the practical 
aspects of coping with the various needs, 

The Carborundum Company operates under a decentralized 
divisional set-up and I am responsible for the forecasting func- 
tions working at various times for, with, and against a dozen sep- 
arate operating divisions. Carborundum is becoming an increas- 
ingly diversified company. Presently we are the world’s second 
largest abrasives manufacturer, a major super-refractories man- 
ufacturer, a producer of one of the wonder metals (zirconium), 
specialized electrical and electronic products, machinery, and 
some so-called ‘‘advanced materials’’ for the new age, having heat 
and shock and corrosion resistant properties for the new tech- 
nologies. Abrasives, however, still account for the major share 
of our business and it is on these products that I will place the 
most emphasis. Regarding the importance of abrasives in an 
industrial economy, a brief statement made to me by the old editor 
of Machinery Magazine suffices. . . ‘‘That in search ofa realis- 
tic and practical way of controlling the German industrial economy 
after World War I, control of the abrasives’ supply was seriously 
considered as a very practical scheme for preventing another 
arms build-up.’’ 

In discussing industrial forecasting I have erred in the past in 
presuming that most people knew a lot about Carborundum or 
abrasives, only to find that some functional relationships or end- 
use ‘‘tie-ins’’ that I had taken for granted, required explanation 
later. It therefore seems advisable to take a minute or two to 
clarify the role that abrasives play in our industrial production 
system. 


*Robert W. Johnson, Economist, The Carborundum Company. 
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It is generally not known that abrasive products, particularly 
grinding wheels, are quite dynamic and cover an extremely large 
range of basic needs. There are, in grinding wheels alone, con- 
servatively over 10,000 combinations of variables manufactured, 
disregarding shapes and sizes. So-called standard stock items 
for standard machine equipment and common grinding operations 
require an excess of 50,000 different specifications. Itis this wide 
diversification of specifications which are least understood and 
are most pertinent to the ever-changing and dynamic nature of the 
abrasives business. As examples of this everchanging nature of 
abrasives it can be said that: 


1. Each new metallurgical development requires new 
abrasive developments. 

2. Each grinding machine development poses new prob- 
lems, 

3. Each forward step in process changes, retooling, or 
model changes entails changing grinding wheel sizes, 
varied tolerances, and in many cases, new specifica- 
tions requiring new grinding characteristics. 


All this calls for specialized abrasive engineering and develop- 
ment services, and it is the variables involved that keep abrasive 
products from being ordinary ‘“‘shelf stock items’’ by precluding 
the degree of standardization accomplished in many other manu- 
facturing lines—not to mention the risks involved in carrying sub- 
stantial inventories of a given line or product, 

These diversities lead to diversified abrasive markets, Non- 
manufacturing and trade provides a sizable outlet, but as already 
implied, the great bulk of the demand originates in the durable 
manufactures sectors. In terms of the larger aggregates in manu- 
facturing, non-electrical machinery, automotive and transportation 
equipment, iron and steel are most important; stone, clay and 
glass, electrical machinery, furniture and woodworking, shoe and 
leather, etc. become progressively the less important markets. 
The competitive factors within the first three industries and the 
necessity of keeping their costs and prices as low as possible is 
quite clear to all industrial suppliers. In the broad sense, price 
and product over time, suffice it to say, are complex. The trend 
toward greater product refinements in America which has resulted 
in products of greater operating economy, lower cost, longer tool 
and engine life is closely related to grinding machine and abrasive 
product development. Competition among abrasive manufacturers 
puts extreme emphasis on product improvement which, in actual 
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practice, results in a temporary advantage of one manufacturer 
over others and this is often done at little or no increase in price, 
in order to gain acceptance and to prove product superiority. 

So much for abrasives—and if I can presume that this back- 
ground has provided some clues as to functional or dependency 
relationships, and also the highly volatile nature of the principal 
consuming industries, I can move along into forecasting methods 
and procedures, 

Areas of forecasting. A most important aspect of the fore- 
casting function in actual practice, centers in what are known as 
Carborundum programs. Programs are defined generally as ‘‘our 
specific short and long-range plans for achieving our established 
corporate goals and objectives.’’ Each operating division must 
have its own short and long-range plans which in composite make 
up the top-side company program. Programs covering the various 
activities are developed on the most realistic basis possible and 
must be reasonably attainable. Actual performance against ap- 
proved programs is the major measurement of managerial effi- 
ciency and a monthly Progress Report establishes progress made 
against each segment of the program. 

Fundamental to these programs, of course, are one, two, and 
five year sales forecasts. It is important to understand that the 
short and long-term forecasts are used to set specific standards 
for all planning and estimating. Other areas of forecasting, not 
distinctly part of the Program which relate to capital projects, 
sales, production, inventory control, cash planning, etc. are made 
repeatedly at odd times throughout the year. These serve as in- 
termediate correctives, guides and measurements. For example, 
in connection with the annual program I made a three month’s 
sales forecast each month which is used to estimate earning three 
months ahead. This serves as a progress check and/or compari- 
son with earlier forecasted monthly sales and earnings, set forth 
in the annual program. Also in this connection I make a four 
month’s sales forecast by division for inventory planning, produc- 
tion, and related purposes, providing a basis for similar checks, 
comparisons, and adjustments to the annual program. Longer 
term programs, such as capital projects, which often involve a 
product or product group, must tie into longer term sales expecta- 
tions or markets with reasonable consistency. If this is found not 
to be true, then the project is adjusted to better fit the market, or 
the market expectations are adjusted to fit the new developments 
or situations. 

Detail covering Carborundum procedures, policy, and pro- 
grams, has grown into several large volumes, so I was quite happy 
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a few weeks ago to come across a condensed summary of company 
“programs’’, Since it has the double advantage of having been 
used and also relieves me of any inclination toward personal bias, 
I shall read some appropriate sections. A general outline of Car- 
borundum Programs read as follows: 


1. Concept of the Future—At the beginning of each annual 
program cycle a thorough study of the economic situa- 
tion is prepared, called the ‘‘Concept of the Future’’, 
This contains the best possible estimates of all the 
variables affecting the success of our business and 
the extent of these influences during the program 
period. 


2. Sales Forecast—A preliminary sales forecast is made 
by the economist based on the ‘‘Concept of the Fu- 
ture,’’ to set the approximate level of our operations 
—such as cost standards for production and inventory 
values, etc. ‘‘This is later revised into a final sales 
forecast.’’ 


3. Capital Projects—A preliminary determination is 
made of the capital investments required to replace 
existing facilities, and for the expansion and diversi- 
fication planned to attain our growth objectives in the 
light of the ‘‘Concept of the Future.’’ 


4. Profit Objectives and Expense Limits—Preliminary 
profit objectives are suggested by the president for 
each operating division. Expense limits are deter- 
mined for each staff division. Included here are also 
the over-all limits for company-wide research and 
development and the advertising program. The com- 
posite of all these objectives must, of course, produce 
a reasonable return on investment and a per-share 
earnings rate for the consolidated company. ‘‘After 
evaluation and counter proposals by the individual 
divisions these objectives are also finalized.’’ 


5. Financial Programs—There are many other steps in- 
volved in coming up with an ultimate complete pro- 
gram, but the final program submitted by each divi- 
sion in the form of a detailed Income Statement is 
primarily based on the final sales forecast coupled 
with the final profit objectives. The consolidation of 
all the individual divisions, produces the top-side 
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program Income Statement. A top-side Balance Sheet 
is prepared which recognizes the final capital proj- 
ects program, the inventory levels required by the 
operating divisions, to support their programmed 
level of activity, and all other factors consistent with 
the programmed level of operations. 


Given this outline, it is not difficult to follow what I meant when I 
said earlier that I work for, with, and against the divisions in the 
process of coming up with a final forecast or program. The ‘‘Con- 
cept of the Future,’’ referred to as the ‘‘kick-off,’’ is the basic 
economic and business planning document prepared by me for 
publication in early September. It will be discussed later. 

At this point the next logical step would be to go into forecast- 
ing methods and procedures—this is a subject very close to my 
heart and I wish only that you had your sleeping bags so we could 
run this aspect into the ground. However, without elaboration, the 
principal ingredients of this aspect of the problem relate to: (1) 
Background data, both internal and external; (2) Establishing re- 
lationships between external and internal data and; (3) Indicating 
the relationships used for company forecasting and programming. 
Regarding internal records and statistics, it has been my observa- 
tion over the years that the goodness or adequacy of internal data 
for forecasting purposes is a subject frequently neglected. The 
problem of knowing the data you want to deal with is very impor- 
tant. I have been consulted a number of times by talented and 
promising young fellows who had a good comprehension of external 
data and statistics and were about to enter the field of corporate 
industrial forecasting. The problem of what they were going to be 
confronted with in terms of company data never appeared to be a 
major one. The advice given of ‘‘not promising too much too 
soon’’ or ‘‘sticking one’s neck out’’ before thoroughly investigating 
the company’s internal data was never fully appreciated until much 
later—consistency, homogeneity, and adaptability of internal sta- 
tistics, it seems, is quite a problem. In dealing with company 
data, the question from the forecaster’s point of view often is—why 
did anyone ever assemble and classify product sales or orders in 
this manner? There are always reasons for certain actions and 
decisions, but not always good or reasonable ones. It would be 
quite naive to expect that internal sales, order, price, production 
data, etc. will be gathered in ideal fashion for forecasting use for 
some time yet,—perhaps in any other than simple operations. 
Electronic devices, I feel sure, will reduce the cost factor and 
provide more flexibility but this is not going to provide the 
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background data needed for sophisticated techniques for some 
time. In my own company, and I presume in many others, internal 
data has been designed to serve a multitude of needs, usually ac- 
counting or financial, at the lowest cost. This implies that the 
forecaster must continuously improvise when seeking homogeneity 
and consistency in orders, sales and production series, etc. for 
use in end-use determinations, for isolation of sensitive factors 
in lead-lag analyses, and so forth. In understanding causation and 
interpreting the behavior of larger economic aggregates found to 
have correlative value, there is no substitute for knowing how to 
put your internal data together. 

Regarding external data, I have found the organization and use 
of government data to be fundamental. The universal use of gov- 
ernment data and statistics means that practically all analyses 
must wind up in terms of government data, and industrial fore- 
casts to be meaningful, must tie into some criteria involving the 
data, if any reasonable evaluation is to be made of the forecast. 
Since most of our own business originates in the durable goods 
sectors, it means that most of our time is spent keeping track of 
‘‘durables’’—the most important being the components of durable 
goods production and related, causative data. The FRB index of 
industrial production is used as the basic measurement criteria of 
our demand. Without going into complicated explanations of how I 
must use continually changing parts of the index over time to ef- 
fectively track our business, I offer the following example. A 
simple ratio of abrasive sales adjusted for price to the FRB index 
of durables goods production would show a least squares line 
sloping disturbingly downward. One cause of this, of course, is 
the faster growth of some durable components such as some elec- 
trical goods that use little or no abrasives; the other is produc- 
tivity. Since it is a function of economic theory to do violence to 
the facts—one is apt to find government and other data in my work 
shop with ‘‘somewhat’’ different numbers—modified in pursuing 
the right answer. 

Important supplemental background data can be obtained from 
private agency studies and reports such as those of the National 
Industrial Conference Board, Iron and Steel Institute, the bank 
letters, etc. and it would be a big mistake to fail to mention the 
value of personal contacts and discussions with colleagues, a most 
important part of one’s working kit. I am especially indebted to 
the people at the McGraw Hill Co. for the valuable discussions I 
have had with them over the years, and to other groups in which 
the outlook for the economy is dissected and discussed, In addi- 
tion, studies made by companies or industries which are the 
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consumers of our products are always welcome and necessary 
sources of good information. For knowing the needs and problems 
of one’s consumers is not only an essential factor in effective 
selling, it is also an essential part of good forecasting. 

On establishing relationships between external and internal 
data there are,—to keep the explanation simple—two main avenues 
of approach and I have learned over many years that one cannot 
separate these approaches. One cannot say that: I use this one or 
I use that one, for neither one meets the requirements of the ‘‘art- 
science’’ by today’s standards. These two avenues of approach 
are: (1) Sound economic judgment and (2) Competent statistical 
methodology. It must be very definitely understood that one can- 
not use the mathematical approach without awfully good judgment, 
and conversely, one cannot effectively use judgment without the 
disciplining aspects of good mathematics. Very simply, judgment 
dictates what is important—proper statistical techniques indicate 
how important! There is never a strict demarcation between the 
two avenues. Use of the simple scatter or regression technique 
by one having an intimate knowledge of both the dependent and in- 
dependent variable is one thing. Use by an amateur is another 
thing. The use of simple scatter diagrams, knowing the frailties 
in economic data for both the dependent and independent variables, 
were often able to show and explain to me, satisfactorily, the rea- 
sons for the deviations from calculated trends. More complicated 
techniques performed by me as a Statistician, have brought to 
light some revealing patterns which I intuitively knew were pres- 
ent but that I had never seen. 

What has been briefly mentioned here on data collection and 
analysis, of course, is being performed at our company in a much 
more complete and diversified manner than I can indicate, but the 
philosophy presented is a fair statement of what I hold to be true. 
Good data, good economic judgment, and good methodology cannot 
be separated. For example, in over some fifteen years, a rela- 
tionship between consumption of abrasives and the level of produc- 
tion in the various sectors was established. This came about by 
following the ups and downs of some of our big customer accounts; 
knowing what products they produced, and what abrasives were 
used to produce these products. The established relationships 
continue to be useful year to year. However, along with this pre- 
dominently ‘‘judgment relationship,’’ there is continuous work be- 
ing done in this area on establishing relationships through statisti- 
cal methodology. Several multiple correlation studies have been 
completed and the levels and relationships established in them 
have been used to forecast. These forecasts, made quite 
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independently by the statistician, have been compared to the fore- 
casts based on the ‘‘judgment relationship.’’ In most cases the 
forecasts were substantially the same even though different fac- 
tors, or the ways of combining data which represent the factors, 
were different. There is always a great amount of satisfaction 
when this happens, and one feels ‘‘certain’’ that he has a ‘‘good’’ 
forecast to offer. But let us not forget those studies which may 
yield different forecasts from the ones obtained through judgment 
only. There is much to learn when this happens, for a critical 
evaluation must be made of both methods. Each must be dissected 
and the parts weighed as to their sound economic feasibility. The 
end result is usually a new system containing all the elements of 
good data, good judgment, and good statistical technique. 

The application of the foregoing to a case study can best be 
shown by stating how the program or ‘‘Concept of the Future’’ is 
put together. Summarized, it is a one, two, three, four relation- 
ship. 


1. Broad measures of the economy (spending streams) are 
translated into levels of industrial production. 

2. The levels of production for the abrasive consuming indus- 
tries are translated into abrasive industry sales. 

3. Abrasive industry sales are proportioned between the 
Carborundum Company, and the composite of its competitors 
based upon product quality, service, manpower, price, and per- 
haps some random factors peculiar to the company only. 

4. From all these considerations, the sales forecasts are 
stated. 


I covered lots of territory here, but I think you can see, that a 
dependency relationship of our sales—back to broad economic 
measures—through a series of direct causal relationships, has 
been established as the weapon to get at the forecast. Going back- 
wards it reads: 


1. Company sales depend upon the behavior of industry sales. 

2. Industry sales depend upon the levels of production in the 
consuming industries, 

3. The levels of production in the consuming industries are 
shaped by the spending streams in the economy. 


The best way to show you some of this is to read off a few 
paragraphs from an actual program and make some comments as 
I go along. So, skipping the summary which is located at the 
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beginning of this ‘‘concept’’ document, there is presented an out- 
look for the Gross National Product where the following spending 
streams are considered. 


Consumer Spending 
Durable Goods 


Business Spending 
Plant and Equipment 
Residential Construction 
Change in Inventories 


Government Spending 
National Defense (hard goods) 


Under each of these major categories, durable goods and finer 
sectors having a bearing on our business are discussed. 

Here is how part of the Business Spending paragraph reads: 
‘*Business Spending is the most volatile and the most heavily 
weighted durables sector of the three major spending groups. This 
includes producers’ durable goods and equipment, construction, 
and the change in aggregate inventories of the nation. The sizable 
drop in business, plant and equipment spending in 1958 and its im- 
pact on durable goods output can be readily observed. The sharp 
recovery in corporate profits during the first half of 1959 has 
brought about a revival of capital spending. This has been re- 
flected in orders for machinery and equipment which in recent 
months have hit some new highs, strongly indicating an increase 
in plant and equipment demand over the second half and in 1960. 
The forecast presented here implies an increase in capital spend- 
ing of approximately 12-15 per cent next year, with this level 
likely to be sustained in 1961. In terms of the less complete, but 
more popular S.E.C.—Commerce—capital spending series, this 
would imply an increase of $3 billions in 1959 over 1958, anda 
further increase of about $5 billions for 1960-1961. These fore- 
casted outlays for 1960-1961 represent a new peak in dollar vol- 
ume, but on a physical volume basis the increase is somewhat 
less,—probably not any more than the 1957 physical volume. Plant 
and equipment prices are currently 3 per cent-5 per cent over 
1957 and are likely to increase modestly over the shorter term. 
In terms of the popular index price base 1947-1949, plant and 
equipment prices are currently about 50 per cent above the 1947- 
1949 average. Relative to price factors, the contribution of these 
higher dollar volumes to industrial output will be somewhat less 
than the figures imply.’’ The effects of the levels in the spending 
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streams have been related in our work shop to the production 
series in the manner which I discussed earlier. 

The next section of the concept document discusses the Indus- 
trial Production Outlook. The emphasis, as I have mentioned, is 
placed on Durable Goods Production. The following production in- 
dices for our consuming industries are discussed and forecasted: 


Primary and Fabricated Metals 
Transportation Equipment 
Non-electrical and Electrical Machinery 
Furniture and Woodworking 

Stone, Clay and Glass 

Paper and Products 

Shoe and Leather 

Several Others 


Each of these sevies is broken down into as fine a part as is need- 
ed to find a relationship or clue to abrasive sales. For example, 
under Primary Metals, individual products involving billet/snag- 
ging grinding operations are traced. And, under non-electrical 
machinery, the outlook for a dozen separate parts is presented 
because of their significance to grinding operations. For manage- 
ment understanding, the forecasts are shown in percentage changes 
from ‘‘where we are now!’’ This allows management to work with 
figures that are current, and with a little shifting can position 
themselves as to ‘‘where they were,’’ ‘‘where they are now,’’ and 
‘where they may expect to go.’’ 

The movements expected in the consuming industries make up 
the basis for the movements expected in the volume of sales for 
our own specific industries. These industries are Bonded Abra- 
sives, Coated Abrasives, Abrasive Grain, and Super-Refractories. 
An excerpt from the ‘‘Concept’’ reads as follows: ‘‘Probable De- 
mand for Carborundum Products 1960-1964. The following tabu- 
lation reflects the appraisal of various future markets for Car- 
borundum products for the next five years, consistent with the 
forecast for general business activity. Total markets herein re- 
late to industry sales which may reasonably be expected in any 
given year. These forecasted industry sales have been made ona 
‘‘narrowest possible range’’ basis. Consideration has been given 
to the characteristics and variable elements of both future product 
prices and time lead-lag relationships that exist in sales of Car- 
borundum products, and activity in the principal consuming indus- 
tries. The narrow range of future industry sales presented here, 
have been adjusted for a modest rising price trend over the five 
year period,’’ 
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‘“‘The practice here of synthesizing price and growth factors 
into the forecast has worked out well in overall programming in 
the past and is being used here, again. It is intended that these 
figures shall serve as criteria for evaluating a substantial part of 
a division’s ultimate program, as well as providing a slightly 
flexible demand pattern against a given forecast of general busi- 
ness.’’ 

The only logical step remaining at this point is the translation 
of the forecasted industry sales into sales expected at the company 
level. This involves the company share of the market. We cur- 
rently know and have known for several decades the trends in 
Carborundum’s share of these markets. The levels at which our 
market position will be during the forecast period are determined 
from the historical data, and from close discussions with the 
operating divisions. Tabulations are then shown, presenting the 
forecasts. 

I hope that you are not all left with the impression that the doc- 
ument is as simple as I have made it for this presentation. For 
every relationship that is used, for every table of numerical data, 
for every dollar value that is shown—there have been many man- 
hours of work encompassing the economic judgment and statistical 
methodology which I have mentioned earlier. Although no specific 
‘‘method of forecasting’’ has been presented to you, I trust that 
a vehicle of forecast presentations, such as our company program, 
has brought you a little closer to what actually goes on in our 
minds at Carborundum—so that an honest, forthright, and logical 
forecast can be made. 


31. FORECAST METHODS IN 
OPERATION—A CASE STUDY 


Roger A. Brown* 


HERE is an air of mystery about forecasting. Trade papers 

and even daily newspapers abound with quoted forecasts from 
various authorities on everything from Gross National Product to 
the growing of angleworms, but seldom do you see an explanation 
of just how the forecaster arrived at his conclusion. The reasons 
for this are only partly due to the limitations of time and space. 
They are also related to the fact that a very large part of any 
economic forecast consists of implicit judgments made by the 
forecaster. 

The future course of economic events actually is affected by 
every decision made by every individual in the economy involving 
buying, selling or producing economic goods and services, It is, 
of course, impossible to even attempt to analyze the economy by 
dealing directly with the billions of individual decisions involved. 
The forecaster must aggregate the atoms of the economy into 
large, but reasonably homogenous units that can be subjected to 
analysis. In the processes of aggregation the chances of mixing 
apples and oranges must be weighed against the time necessary to 
analyze additional smaller units. Are all consumer durable pur- 
chases influenced by the same factors? Some economists will 
make this assumption. Others will look at autos separately from 
the rest and still others will analyze each appliance market sepa- 
rately in the process of coming up with a consumer spending fore- 
cast as part of a Gross National Product forecast. 

After appropriate units of analysis are established, the fore- 
casting problem centers on the identification of the chief causes 
or determinants of fluctuation in each unit. This step usually in- 
volves the use of economic theory, logic and examination of his- 
torical experience. The problem here is that a hundred different 
things might influence a consumer deciding about an auto purchase 
or a businessman thinking about cutting inventories. Only a few 
major determining factors can actually be used. The forecaster 
selects these few and has to assume all the other influences can- 
cel each other. 


*Roger A, Brown, Chief Economist, Republic Steel Corporation. 
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The process of selecting independent variables that forecast 
other dependent variables presents serious statistical problems. 
tudying the historical record is the usual approach. But with the 
economy, and in effect the whole American culture, changing year 
by year the forecaster can never be sure that what happened under 
certain circumstances ten years ago has any bearing at all on what 
might happen under similar circumstances today. Even when 
promising relationships between economic variables are un- 
covered, the analyst is still faced with the task of coming up with a 
future value for the independent variables before the dependent 
variables can be derived. For instance, knowledge that business 
capital spending depends largely upon corporate profits, corporate 
liquidity and business confidence still leaves the forecaster with 
the job of establishing the future course of.each of these variables 
before a capital spending forecast can be developed. 

All of the simplications and assumptions that must be made in 
order to reduce the complex U. S. economy down to an economist’s 
working model requires a vast amount of judgment. It is this 
‘*feel’’? or judgment and the ability to be flexible in sensing chang- 
ing relationships that makes a good forecaster. This also explains 
why a forecast is only as good as the forecaster that made it. Full 
understanding of the magnitude of the problem of successfully 
forecasting economic variables has led many corporate econo- 
mists to discard forecasting as a major activity on the grounds 
that a consistently valid forecast is not possible. It certainly must 
be recognized that even a well formulated forecast system can do 
no more than raise the odds of success somewhat above the re- 
sults that could presumably be obtained by pure-chance. Unless 
the limitations of a forecast are fully recognized, its existence 
might do more harm than good in corporate planning. 

A forecast that penetrates beyond one year into the future can 
only be used as a working guide or point of departure in making 
corporate decisions. Its value lies in its ability to act as a meas- 
uring stick against which actual performance can be compared 
and evaluated. The short term forecast of one year or less can 
perform the same measuring stick function. It also can make a 
more important contribution to corporate planning. A very short 
term forecast—one month to six months ahead—can in certain 
cases consistently be made quite accurately. Such a forecast is 
really not a forecast at all but merely an early recognition of 
events that are currently unfolding. It is mainly a matter of 
identifying leads and lags. For instance, the National Industrial 
Conference Board under Newsweek magazine’s financial sponsor- 
ship surveys the nation’s largest corporations to determine how 
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much money has been formally appropriated by these companies 
for capital spending projects. Such a tabulation provides an 
excellent measure of corporate capital spending over the near 
term since appropriations are the first step in a chain of events 
that produce spending. Analysis of construction contracts awarded 
to forecast construction put in place, or new orders received to 
forecast future shipments are other examples of very short term 
‘‘recognition’’ type forecasting. The widely publicized leading 
business cycle indicators developed by the National Bureau of 
Economic Research are a ‘‘recognition’’ tool applicable to the 
general economy. 

At this point let’s take a look at just what Republic Steel does 
in the line of forecasting. Of course, the primary object of fore- 
casting activity in a business corporation is a sales forecast for 
the company’s products. A sales forecast for some period ahead 
is a valuable aid to effective planning and management in many 
corporate activities. Financial officers need some idea of future 
cash flow from sales when planning spending and borrowing pro- 
grams. Sales strategy, advertising campaigns, operating deci- 
sions involving hiring and layoffs, purchasing and even public re- 
lations activity can be performed more effectively if some idea 
about future t* ends is available. 

In the steei industry, forces influencing sales are so broad that 
a forecast of the general economy (Gross National Product and 
Industrial Production) are necessary starting points. Here the 
problem is focused upon isolating prime movers, i.e., economic 
forces responsible for initiating a shift in the economy’s direction 
or rate of change. An evaluation of business inventory changes, 
business capital investment, purchases of consumer durables and 
Federal defense spending usually go far toward establishing 
whether or not a major change in the business cycle is in the off- 
ing. Once the general course of Gross National Product is es- 
tablished, each major GNP segment is analyzed for pressures 
making for expansion or contraction. This approach elevates 
business cycle analysis to a key position in preparation of the 
general economic forecast. Determining where the economy is in 
its perpetual gyration from prosperity to recession and back again 
is the primary job. Once the stage of the business cycle is estab- 
lished by a detailed examination of prime movers, then the rest of 
the GNP segments fall into place according to their sensitivity to 
cyclical shifts and any other special factors that may be affecting 
them individually. 

Republic has no fixed tools of GNP analysis. Use is made of 
leading indicators, historical similarities, previously established 
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leads and lags, supply-demand positions, trends, identifiable re- 
lationships between selected economic variables and the evaluation 
of descriptive information. At different times some of these tools 
will be used more intensively than others. I would like to cite two 
examples. The first consists of the National Bureau of Economic 
Research’s list of 21 business cycle indicators. During the 1955- 
60 period the National Bureau’s indicators were quite useful at 
times while at other times they were of little value or even mis- 
leading. During 1956 the indicators shed little light on the future 
because they are geared to major cyclical swings. They only spout 
confusion during plateaus within the business cycle. In 1957 and 
1958 they performed quite well. Their ability to confirm the na- 
ture of cyclical movements already underway is probably their 
most useful function. 

What are the indicators saying now? They have been giving a 
clear cut recession signal ever since the end of the steel strike. 
At present all eight of the leading business cycle indicators point 
down, indicating that a business recession should commence very 
shortly. What the forecaster concludes from this pattern again is 
a matter of judgment. 

A second example of general business forecasting techniques 
involves study of the periodic cycle of business inventory fluctua- 
tions. Efforts by businessmen to build or liquidate inventory 
holdings have played an important part in every postwar business 
cycle. It has been observed that business inventory holdings dur- 
ing the past decade have been maintained at a rather constant ratio 
to sales occurring four or five months previously. Hence, by 
knowing today’s sales and current inventory levels, a good idea of 
future inventory movements can be obtained. On this basis current 
business inventories appear low, pointed toward more accumula- 
tion. This is a prosperity sign directly contradicting the recession 
forecast of the National Bureau’s leading indicators. A need for 
judgment by the forecaster is again demonstrated. 

After a general economic forecast of Gross National Product 
and Industrial Production is developed for the year ahead, the next 
step at Republic is translating industrial production components 
and other measures of business activity into estimates of steel 
used, Expected auto production can be converted to steel con- 
sumed in the automobile industry by studying how much steel goes 
into an average car and truck. Allowance must be made, of course, 
for changing proportions of compact cars, heavy and light trucks, 
etc. A similar calculation of expected steel consumption must be 
made for each steel market. 

In order to bridge the gap between steel consumption and 


| 
| 


294 DYNAMIC MARKETING FOR A CHANGING WORLD 


shipments of steel products by the mills, estimates must be made 
of expected inventory changes in steel using industries. Correctly 
gauging inventory changes is one of the most difficult parts of a 
steel forecast, as the almost unanimous miscalculation by steel 
forecasters early this year testifies. The most important factor 
influencing inventory holdings is the availability of steel. If it is 
in short supply, huge ‘‘protective’’ inventories are usually built 
by steel users. When steel is plentiful, steel inventory in the 
hands of users is cut to the bone. At the same time, interest rates, 
pending price changes and the level of steel consumption exert 
some influence on steel inventories. Estimates of consumption and 
inventory change provide a shipment forecast for the steel indus- 
try. An allowance for likely steel mill inventory changes enables 
the steel shipments to be converted into a forecast of industry 
steel ingot production. 

The importance of adequate historical statistics upon which to 
base a forecast cannot be overemphasized. The steel industry is 
very fortunate to have the use of detailed shipment statistics 
compiled by the American Iron and Steel Institute. These data 
show shipments of 30 odd steel products to almost a hundred dif- 
ferent markets. By tracing Republic’s past performance in each 
market and adjusting for current trends, the industry steel ship- 
ment forecast can be translated into a sales forecast for Republic 
Steel Corporation. 

The completion of an annual sales forecast is not a signal for 
resting at the oars, however. Economic events move right along 
making at least some parts of the forecast in constant need of 
revision, Republic makes a quarterly survey of its sales mana- 
gers to obtain their slant on the short term outlook three months 
ahead. Their views, largely developed from direct contacts with 
customers, are checked against the economic forecast of steel 
sales. Also, as a further check, a one-month shipment forecast is 
prepared at the end of each month, primarily from an analysis of 
orders already on the books. No forecast is ever complete. 
Checks, comparisons, and revisions must always be under con- 
sideration. The ability to bend with the wind, whichever way it is 
blowing, will always remain one of the indispensible characteris- 
tics of the successful forecaster. 
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MARKETING RESEARCH 


A. Research in Product Planning 


and Development 


32. THE ROLE OF MARKETING 
RESEARCH IN PRODUCT 
PLANNING 


H. J. Gordon* 


ARKET Research and Product Planning in Westinghouse are 

both staff functions of the Marketing Department. Like most 
staff jobs, their actual duties can vary enormously from their 
formal position descriptions. A well qualified man in either acti- 
vity with a good knowledge of the business and lots of initiative 
can become an indispensible member of the management team. 
On the other hand, the wrong man could let the job degenerate in- 
to a routine clerical operation. 

Let’s first look at the definition of Market Research and Prod- 
uct Planning as we describe it in Westinghouse. Market Research 
is the process of gathering facts and opinions on any or all aspects 
of marketing; analyzing and interpreting such information and re- 
porting the significant findings to management. Product Planning 
is the process of controlling the product line for maximum profit 
and optimum growth. Today we are considering how these two 
functions are related. Are they separate and distinct; do they 
overlap to some degree; or are they actually duplicate and com- 
peting operations? 

The Market Researcher usually claims that his function is 
broader than product planning because, as an information gathering 
source, he is called upon to study all phases of marketing. Fur- 
thermore, market research has the capability and the techniques 
for studying and analyzing other types of situations outside of 
marketing. As a product planner, I cannot refute these statements 
concerning the broad scope of marketing research when I examine 
the types of services they perform. These are typical: 

Market Studies. Determination of potential market, location 
of market, character of market. 

Product Studies. Determination of customer acceptance, com- 
petitiveness and price. 


*H. J. Gordon, Manager of Product Planning, Westinghouse Electric Corpo- 
ration. 
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Sales Studies. Analysis of sales coverage, sales effectiveness, 
sales loading and distribution. 

Advertising Studies. Effectiveness of advertising, comparison 
of alternate approaches and use of media. 

The first two categories, market studies and product studies, 
have a direct bearing on product planning. In fact, product plan- 
ning would be flying blind without them. The latter two, sales and 
advertising studies, are outside the realm of the usual product 
planning scope. From this I think we can conclude that market 
research is broader than product planning, and yet, in some in- 
stances, market research is merely a part of product planning, 
So if market research is broad, product planning must be deep. 
Deep in the sense that product planning is active throughout all 
stages of product development. It is charged with searching for 
ideas, collecting ideas, stimulating all possible idea sources, 
screening ideas and making preliminary evaluations long before 
market research is brought into the act. Product planning, there- 
fore, is in the picture prior to the need for market research and it 
continues to function long after market research has completed 
its assignment. Product planning is really the quarterback for the 
product development process all the way to full production. In 
fact, it doesn’t really stop there, but must be searching constantly 
for the means or need to improve the product. And eventually, 
product planning must recognize when the time is most appropriate 
for eliminating the product before it becomes a profit detractor. 
In short, its job is to $elect, $chedule and $hove. 

In summarizing these distinctions between market research 
and product planning, I would say that market research is a 
searching, compiling, analyzing and reporting operation; while 
product planning is also«all of these plus a screening, evaluating, 
scheduling, co-ordinating, following, needling, prodding, cajoling, 
action-stimulating and decision-inducing job. Or, as I once heard 
it expressed by another product planner—‘‘market research finds 
out what’s wrong with the product and product planning does some- 
thing about it.’’ 

In addition to discussing the relationship between market re- 
search and product planning we have been asked, as product plan- 
ners, to point out some of the virtues and limitations of market 
research. The virtues are many and well known to both market 
researchers and product planners. I’d say their prime virtue 
is their usual lack of bias and freedom from prejudice in ap- 
proaching a problem. Another is their relentless doggedness in 
digging for facts and information. This requires a special kind 
of ‘‘never-satisfied’’ attitude that many of us do not have. The 
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human tendency to scratch the surface for a few facts to back up a 
pre-conceived opinion is not generally a trait of market research. 

Another viture is the low cost of research as compared to the 
value of the information obtained. Unfortunately, this cost is too 
often viewed as a singular consideration and not weighed against 
the enormous cost or gamble involved in pursuing a development 
program without the guidance of market research. You may say 
this is a fault of management but it is also your failure. (You as 
market research.) You have failed to sell the value of your serv- 
ices. Perhaps this is because you have been conditioned, by the 
nature of your job, to express yourselves in factual, unadulterated, 
non-promotional language. Upon occasions you should uncork your 
emotions and enthusiasm and really sell your services. In this 
role as a salesman it pays to have a degree of bias and emotional 
involvement with a presentation that is fraught with conviction 
rather than your usual blase’ non-commital attitude. 

And now that I have made this neaky transition from discussing 
vitures to carping about faults, I must reluctantly face the in- 
evitable. The presentation would not be complete without a dis- 
cussion of the limitations of market research—a profession which 
I regard in the highest esteem and a service, without which, 
product planning could not survive. We are thoroughly sold on 
market research in Westinghouse. We helped to pioneer it, we 
have dozens of people engaged in it and what’s more, we listen to 
it and base our actions on their findings. We use intra-company 
market research as well as outside independent organizations. 
Both have their place and each has made a substantial contribution 
to our progress and success. 

But back to the unpleasant critical side. When I spoke of 
market research’s sales ability, I intended this primarily as a 
criticism of intra-company market research. I mean intra-any 
company, not just Westinghouse. ‘‘Outside’’ concerns recognized 
long ago that they have to sell their services to the manufacturing 
companies. They do it with a degree of professionalism that 
amazes even the sales department. Outside concerns have also 
developed an aura of pretige about them that is baffling to the 
insider. I’m sure much of this is earned, but I suspect that some 
of this pretige is merely taken for granted if you quote a high 
enough price. ‘‘Inside’? market researchers, on the other hand, 
seem to think that management will buy their services just be- 
cause they are a part of the family. The sooner they scrap this 
delusion the better. There is great truth in the Biblical obser- 
vation that ‘‘a prophet hath no honour in his own country’’ (John 
4:44), 
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Another limitation—researchers are good at pointing out so- 
lutions but sometimes they neglect to define the problem in the 
very beginning. The solution then is either ignored and dismissed 
or proves to be ineffective because the survey never did ‘‘zero in’’ 
on the problem. 

What about resaerch tecniques and tools; interviewing technique 
for instance? When surveying the consumer’s reaction to a home 
appliance, the ‘‘lady-with-the-clip-board-and-check-sheet’’ tech- 
nique may be entirely adequate. But why does the researcher 
frequently attempt this same approach on industrial products? 
This type of interviewing is not appropriate when interviewing a 
businessman in his office. 

Another area where improvement must be made is in the 
ability to analyze data and boil it down to only the significant 
findings. The researcher often goes to one of two extremes in 
this respect. Sometimes he presents a maze of data with no 
attempt to analyze it. In this case he is saying: ‘‘here are the 
facts and data, you figure out what they mean.’’ The other ex- 
treme is to attempt to read meaning into every scrap of factual 
data. This is like the market researcher who was hired by an 
insecticide firm. He decided to gather background data by per- 
forming some research on the object of his client’s business, a 
cockroach. He employed the ‘‘Conditioned Reflex’’ technique by 
training the cockroach to jump over his left hand when he snapped 
the fingers of his right hand. After sufficient training the cock- 
roach would jump at the snap of the fingers. The researcher then 
cut off two of the cockroach’s legs, snapped his fingers and again 
the cockroach responded. He cut off two more legs, snapped once 
more and the cockroach could still jump over his left hand. Then 
he cut off the last two legs of the cockroach, snapped his fingers 
and the cockroach lay motionless. From this he made the logical 
conclsuion that if you cut off all of the legs of a cockroach he goes 
deaf. 

Another limitation is in reasearch personnel. It is rare to 
find an engineer among the ranks. Is there something about re- 
search activity that is not attractive to a technical man? I am 
not saying that engineering training is a requirement for all 
market research people, but the occasional appearance of a tech- 
nical man would strengthen research function and increase the 
acceptance of market research among the technically oriented 
people in other parts of your company. The technical man is also 
better able to handle many of the studies in the apparatus or in- 
dustrial field. Purchasing and sales have been very successful in 
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recruiting the engineers. The research field should be equally at- 
tractive to them. 

Another pitfall is the ‘‘let-the-salesmen-do-it’’ technique on the 
part of ‘‘inside’’ market research. Sometimes one can’t resist 
the temptation to use the build-in national coverage of the market 
that the sales force represents. When one does this he automati- 
cally eliminates the possibility of getting back any information 
that might reflect unfavorably on the sales force. He also loses 
the benefit of the impersonal relationship that should exist between 
interviewer and respondent. He is asking the salesmen to perform 
a job for which he is not trained and one which he could never 
approach as a completely impartial interviewer. There is also 
the further danger that his busy schedule and good knowledge of the 
customer would tempt him to fill out all of the questionnaires in 
his home the evening before the deadline. 

Advertising research is another area where some improvement 
is needed. I have read many studies which have made comparisons 
of the pulling power of different ads, or have measured the effect 
of one promotional approach versus another. I have seen very 
little that really gauges the ability of advertising to generate sales. 
Believe me I can’t tell you how to doit. I am merely saying it 
would be wonderful to have it. 

Non-marketing people sometimes express still another criti- 
cism of market research—the tendency to be too ‘‘high-falutin.’’ 
For instance, it is not too hard to imagine a market researcher 
backed up with his several graduate degrees and armed with a 
gilt-edged, leather-bound report telling a hard-bitten, practical- 
minded division manager that ‘‘certain exigencies motivated a 
subjective probing of the methodology and revealed a semantic 
correlation of the indicies to give a conceptual analogy of the 
matrix.’’ I am sure you would not agree with this arrangement 
of words, but take any random handful of research cliches and you 
will find them sprinkled liberally throughout their reports. 

I will take just one last swing at the research profession. 
Some researchers must have adopted an axiom that if a compli- 
cated chart or graph can be constructed in lieu of a simple state- 
ment of fact, use the graphic approach. Here is an example I 
plucked from an actual report. The type of product has been 
changed to protect the guilty and I won’t reveal whether this was 
an ‘‘inside’’ or ‘‘outside’’ job. This chart is supposed to show the 
age of the washing machines owned by housewives on four con- 
sumer panels: 
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‘GE OF PRESENT WASHING MACHINE 


/ \Panel A 
“yy 


After looking at the chart, in fact after studying the chart, 
about the only conclusion you can reach is that the ages of wash- 
ing machines vary all over the lot. Wouldn’t it have been better 
to present the data this way: 


AGE OF PRESENT WASHING MACHINE 


Years Per Cent 
0-2 13 
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15-18 10 
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Or better yet, why not look up the national statistics, which are 
available, and save all of this trouble in the first place. 
Here is another one from the ‘‘pie-chart complex’’ school: 


HAVE REFRIGERATORS 


DON'T 96% - DO 


This sample from an actual report took up an entire page. 
Wouldn’t it have been simpler to merely say: ‘‘only 4 per cent of 
the respondents do not own a refrigerator.’’ 

I want to end this on a pleasant note by citing just one more 
virtue of market research that has not been suficiently acknow- 
ledged. Market research played a key role in pioneering the total 
marketing concept. It was the earlier successes of market re- 
search that paved the way for the broadening of the sales function 
into a market function. Research was instrumental in bringing 
product planning into existence and product planning will continue 
to exist only as long as it is backed up with good market research. 
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N our ‘“‘affluent society’’ where the question ‘‘will people buy 

it’’, not ‘‘can we make it?’’ is all-important, most product plan- 
ning studies that I am familiar with are primarily marketing re- 
ports—with a profit and loss statement attached. The role of 
product planning is to pull together from engineering, production, 
marketing and accounting all information necessary to advise 
management what its future product should be—and then to co- 
ordinate on behalf of management the carrying out of the approved 
product plan, to the point of introduction, so that the promised 
profits are actually available when the product gets to the market 
place. The role of market research in this context is to supply as 
complete and meaningful information as possible from the market 
place, and from the ultimate user himself, to imporove the odds 
on the product planner’s bet on the futureas much as possible. 

My remarks are in three parts. First, some basics about 
product planning, as the role of anything in something else pre- 
supposed an understanding of the broader function. Second, a brief 
outline of the position and relationship of these functions in RCA, 
because a factual example of ‘‘is’’ is often more significant than 
many words of ‘‘should be.’’ Third, I will attempt to list those 
areas in which I believe competently performed market research 
is eminently satisfactory to product planning, and those areas in 
which the state of your art needs real advance. 

In the interest of space I am not going to dwell on definitions 
because each company must work out its own definitions of 
product planning for its qwn organizational structure and unique 
product requirements. Before getting further along, though, I must 
point out that discussing product planning, I am really covering 
two quite different types of planning. The first is the development 
of new models and major improvements in existing products. This 
is the job of developing an annual product line for profit and 
competitive advantage. The second type of product planning is the 
development of wholly new products. Product planning in this 
second group is usually complete business studies aimed at 
determining whether the corporation should invest money in 
engineering, facilities, distribution, to enter a new field. 


*Irving Kingsford, Director, Consumer Product Planning, Radio Corporation of 
America, 
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The distinction between what is a new product and what is a 
new model, or up-dating of existing line, is one which must be 
worked out in each company’s own individual situation, and it can 
be one of the stickiest of all problems. In RCA we have a rule- 
of-thumb definition that if introduction of the product would in- 
crease the corporations’ potential market, it is new; if it would 
give it an increased share of the potential market it is already in, 
it is a new model. Like most definitions in difficult areas, how- 
ever, there are many shades of gray which require individual 
decision. Separating these two different kinds of newness or 
product planning becomes important in a multidivisional company 
because, typically, the constant improvement of an existing line 
and the development of new products for existing markets is the 
function of the divisions, while the development of wholly new 
product or new business areas is the function of the corporate 
staff. Being on the corporate staff myself, my work with market 
research is largely in the latter, or wholly new areas. 

I will now list the key product planning functions. Possibly, as 
I do so, you will be thinking of two questions: (1) What market- 
ing information is needed for the product planner to do this? (2) 
Can market research secure it economically, rapidly, and with 
reasonable confidence? The product planning function includes: 

1, The continuing up-dating of existing product lines. Ex- 
ample: Phono to Hi Fi to Stereo to 3-Channel, or new TV models. 

2. The identification and appraisal of major product im- 
provements in existing lines. Example: Flat TV Kinescopes, 
Wristwatch Radio. The distinction between these two is largely 
one of size of investment. 

3. The investigation of new business areas for the company and 
development of business plans for entry. Example: Electronic 
Organs, Hearing Aids. 

4, Commercial appraisal of wholly new product ideas and 
complete product and business plan to develop them. 

5. Commercial appraisal of technical breakthroughs in our 
Labs, and guidance to the Labs and advanced engineering as to 
areas in which breakthroughs are needed. Example: Stereo 
radio broadcast. 

6. Elimination of declining or less profitable lines, 

7. Long-range planning—guidance to top management on which 
product areas to look to for volume five or more years off— and 
apportionment of investment money accordingly. 

I am sure there is no argument that market research can 
contribute in a major and specific way to each of these responsibi- 
lities. I want to particularly emphasize its role in the new 
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product area. I am sure you have seen various charts on product 
life cycles, demonstrating the need for continuous flow of new 
products to maintain profits, and have also seenmany compilations 
based on the per cent of a company’s or industry’s volume or 
profit which is derived from products which did not exist five or 
ten years ago. 

Product planning must do a weeding job to come up with a 
successful new product—and eliminations are almost always based 
on the criterion ‘‘will it sell?’’ An increase in expense is in- 
curred the longer decision to drop a product idea is delayed. Here 
is the very essence of market research’s first and most vital role 
in new product planning—giving a reasonably reliable answer to the 
‘‘will it sell’? question early in the game before a lot of engineer- 
ing money is spent. And, as I will pinpoint later, this is the area 
in which its limitations are most pronounced. 

The above goes double in spades for electronics. The basic 
company resource that electronics firms start with is scientific 
brains—knowledge of the rapidly advancing technology. Not raw 
materials, as in steel or oil; not facilities, as in automobiles or 
paper; not vast capital. Have you stopped to think that electronics 
is about the only major industry in the United States today in which 
three or four bright scientists can pool $10,000 for facilities and 
have a good chance of becoming millionnaires, owning a major 
national company in five years. This basic resource of applied 
science rather than capital assets accounts for the fact that it is 
one of the very few major industries which does not have a big 
3, 4, or 5. Later on, when I underline the key problems of cost and 
time with which market research confronts product planning, it is 
against this background of,a fast-moving science making for rapid 
product obsolescence and rapid new product introduction, in an 
industry with many new little companies with low overhead. 


Product Planning and Market Research in RCA 


We have looked at the basic functions of product planning in a 
general way in all business and specifically have suggested why 
market research has a standing invitation to get into product plan- 
ning as deeply as it can. I will now outline the RCA product plan- 
ning and marketing organization briefly, because the organiza- 
tional position of functions are often a much better indication of 
their real importance and their working relationship than what a 
speech maker may say. 

RCA, as most large companies, is highly divisionalized with a 
very small central staff. You will note that product planning and 


MARKETING RESEARCH IN PRODUCT PLANNING 307 


CHART 1 
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market research are at the top corporate level and tied together. 
We are in adjoining offices and do, in fact, work as a unit. The 
second line contains the major product divisions, and the third 
line, the service divisions. Components consists of the Semi- 
conductor and Tube Divisions; consumer consists of TV, radio, 
Victrola, and Victor records. Defense has several subdivisions 
covering everything from under the sea to outer space. Industrial 
also has four subdivisions—boradcast equipment, communications 
equipment, data processing, and industrial and automation equip- 
ment. The last line is self-explanatory. 

My next chart shows the corporate staff organization in more 
detail. You will notice that it is extremely small. I am the 
director of consumer and special projects. A similar position 
covers industrial, defense and components—the more technical 
areas. We each have a total staff of two men. On the marketing 
side is the vice-president, marketing, who is responsible for 
market research and development, advertising and the coordi- 
nation of marketing throughout the company. Each division is 
completely equipped to do its own product planning and market 
research within the definitions that I mentioned earlier. That is, 
the divisions are responsible for maintaining their own product 
line in top competitive condition, and for developing such new 
products as are within their present market potential. We on the 
corporate staff have a functional coordinating role in the divisions 
and are directly responsible for wholly new areas. 

This one is Home Instruments. The major point here is that 
product planning and market research both report through the 
vice president, product development, to the vice president, mar- 
keting. Radio & ‘‘Victrola’? and TV have a separate product 
planning manager. Advanced product planning, which we define 
as products for introduction more than two years ahead, serves 
both product groups. 

By way of contrast, I have also brought a slide of our Tube 
Division, This division, like the corporation itself, has a division- 
wise product planning manager. His primary responsibilities are 
two-fold: (1) The exploration of possible new business areas for 
his division; and (2) the functional coordination of product plan~ 
ning within the major product line organizations. These are in- 
dustrial tubes and entertainment tubes, each of which has its own 
product planning managers and staffs. Market research, like 
product planning, reports at division management level and is a 
common function for the entire division. 

I think this series of charts indicates clearly both the impor- 
tance we place on product planning and market research in RCA, 
and the closeness with which we tie them together. 
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CHART 3 
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Evaluation of Strong and Weak Market Research Areas 


At this point, I want to pick up my initial distinction of two 
separate kinds of product planning; that is, up-dating of product 
line as distinct from new business areas, and enlarge it to four 
distinctions. These four are: (1) an existing product, new to our 
company only. Key question the product planner asks market 
research here is ‘‘What is the market?’’ (2) An improved product, 
or a new model for a business weare in, The basic question asked 
here is ‘‘What increased acceptance will this model secure?’’ 
(3 & 4) The third and fourth categories are wholly new products. 
I divided them into two groups—industrial or commercial on one 
hand, and consumer on the other—because from a market research 
point of view I believe they present very different situations. 
Here the question is ‘‘what will the market be for a product which 
does not now exist?’’ 

I will say categorically that I believe market research pre- 
sents no problems to product planning on (1). I have ample evi- 
dence that you can give us any information on the existing market 
for an existing product which we are willing to pay for. I do have 
reservations about the remaining three groups, so I have made 
out a score card here giving my impression of the degree to which 
I feel I can rely on market research for the kinds of information 
that I need most from the market in making product planning 
decisions. The ten areas of market information I am most likely 
to ask market research are included in the following chart. And 
my evaluation of your ability to answer them is shown in the 
columns. A check means that normally you can supply informa- 
tion on which the product planner can proceed with confidence. A 
question mark means sometimes yes, sometimes no, or that you 
often cannot supply complete enough information for us to have 
real confidence in our decision. A cross does not mean never— 
it means that usually I expect to be disappointed in my search 
for reasonably complete information in which I have real confi- 
dence. In adding up these checks and question marks and crosses, 
you will see that all three columns score about evenly. The dif- 
ferences, however, in how the scores are made up is to me ex- 
tremely important. 

The product planning study at this point is trying to solve a 
marketing subtotal of a whole planning equation. They key items 
are lines 1, 3, and 8. What I really need to know is how many can 
I sell, at what price, and how long canI keep doing it. Only if I 
have this subtotal can I solve my total problem— which is ‘‘can I 
make enough profit to warrant going ahead?’’. Even though the 
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number of hits and misses are the same for all three, you will 
notice that in the new model column I believe that you can answer 
two of the three basic questions. (The third is less important 
with models.) In the industrial product column, I believe that in a 
majority of cases you can answer with reasonable assurance, but 
of course, industry covers such a wide variety of market situations 
that I end up with more question marks. 

The new consumer product area clearly is the major problem 
area—missing or doubtful on all key questions. This is a rather 
severe criticism, as it is in this area that the most enormous cor- 
porate investments are involved. 


Conclusions of Evaluation of Market Research 


To sum up, I feel that in product planning’s work with existing 
products new to our company, market research has a vital but 
relatively routine role, which it can handle well. When we con- 
sider product planning for new models in existing product lines, 
market research has major problems of cost, speed, and inter- 
pretation, but overall is highly effective. I believe the information 
that you can supply us to guide product plannings decisions on new 
models, styles, features is largely a matter of time and money. 
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We need the answers rapidly in order to keep introduction cycles 
short, and there most emphatically is a point in model up-dating 
at which it is cheaper to make a model and try it, than to re- 
search it so exhaustively that we are sure we are right. Our 
problem, therefore, is one of evaluating the degree to which you 
can be helpful from a time and budget standpoint, rather than 
questioning whether the state of your art is sufficient to give 
us any help we need. When a new style or feature is conceived, 
we always want it right now for maximum competitive advantage, 
and you always want three months. This weboth live with and work 
out as best we can, you slowing us to a more thoughtful speed, and 
we corrupting you from your highest professional standards by 
demanding a ‘‘quick and dirty’’ reading. 

The matter of interpretation deserves a more critical look. 
Many executives are constantly amazed at the number of charts 
and conclusions that a market research study can come up with 
after asking ten questions to 500 people. The question is, from a 
product planning point of view, what is it telling us? For instance, 
my friend gave me a book l-inch fat that proves statistically, 
among other things, that in buying a TV set, (or was it a phono- 
graph?), the male head of the household, (or was it the wife?) 
plays the dominant role. This may be of great importance to the 
advertising manager in the selection of his mediaor in the working 
of his ads, but the fact that I do not remember at the moment 
which product it was and who came out ontop, indicates that I 
put little importance on it from a product planning point of view— 
only because I do not know what to do with it. I do not know how to 
tell the sex of a TV set: If men are the dominant buyers; should 
it be higher or lower; bigger or smaller; brighter, lighter, more 
buttons, fewer buttons, or what? What I am saying here is that I 
believe that market research people should critically review their 
findings. If you can,—and I am sure you often can—point out the 
significance of a finding, or indicate what action would logically 
flow from it, please do. If you do not know what to conclude from 
it either, let us not clutter our reports with it. In other words, 
what can you tell us that will actually reflect in the hardware or 
in the business decision to be made. 

But this comment is directed at an annoyance rather than a 
basic lack. To me as a product planner with particular emphasis 
on wholly new areas, faced daily with the question of evaluating 
the commercial value of the developments of our laboratories, 
the areas where your art is still in its infancy is in appraising the 
markets for wholly new products. This is where the future of 
American business lies; this is where the greatest investments 
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take place, and where mistakes can be least afforded. I do not 
know whether the answer lies in operations research, motivation 
research, analysis of group behavior, or other black arts as yet 
unknown—I do know that market research has a hero’s role waiting 
for it if it can with confidence and regularity substantially reduce 
the odds in the multimillion dollar guessing game that industry 
now plays with new products. 


David W, Day* 


Y purpose is to clarify the relationships between Marketing 

Research and Product Planning as viewed by General Elec- 
tric. One of the real problems in stating any set of relationships 
between interlocking work processes is that different organizations 
use words differently. The words Marketing Research and Prod- 
uct Planning are sometimes used quite differently, even among 
the departments of the General Electric Company. One principal 
source of differential interpretation is that the words are used to 
designate a functional work process as well as to name positions 
and organization components. As a result, a Marketing Research 
man may be doing a number of things that are not strictly Mar- 
keting Research, and a Product Planner may also be engaged in 
work that is not strictly planning work. 

I will not attempt to state any precise definitions. For the 
purpose of this discussion, I will generally use the term Market- 
ing Research to refer to the activity of making research studies 
of marketing problems and opportunities. At the same time, I 
will refer to Product Planning as the activity of specifying and 
programming the product offerings of a business enterprise. It 
will be my purpose then to expose some of the interfaces of Mar- 
keting Research and Product Planning within the context of a busi- 
ness enterprise. 

I have some slides that rival the living color of N.B.C. The 
glimpses of the inner workings of Product Planning and Marketing 
Research that will be shown will represent flashes of slowscan 
TV and will not reflect fully the dynamics of the situation. The 


*David W. Day, Manager, Systems Planning, Product Planning, General Elec- 
tric Company. 
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displays will proceed from the general framework of an enter- 
prise to the specific aspects of Product Planning within that 
enterprise. Along the way, I will comment upon the relationships 
between Marketing Research and Product Planning, winding up with 
a few case examples to illustrate the concepts presented. In the 
words of Marryin’ Sam, ‘‘All of this is included in the basic $10 
registration fee.’’ 


SLIDE 1 


BUSINESS SYSTEM 


| Product Flow System at 
Information Flow System 


Energy Flow System 


Environment 


The first slide illustrates the principal systems in a business 
enterprise which help to understand a business as a whole. 
Through this theory of the case, it is possible for individual 
specialists to gain a breadth of vision that helps them to apply 
their specialized knowledge with integrated effectiveness. The 
work of an enterprise produces its product through the application 
of energy that is controlled by a flow of information. The energy 
applied may be human or mechanical—it may be ‘‘mental’’ energy 
or ‘‘muscular’’ energy. 

In this business system concept, we are concerned with the 
productive application of energy to all of the work functions ofa 
business. One of the less obvious applications is the way in which 
we gather and process information to support the formulation and 
implementation of plans, whether they be product plans or various 
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other kinds. Obviously, the work of Marketing Research is con- 
cerned with the linkage of the business system with its all-im- 
portant customers who constitute the markets that the sytem 
serves. 


SLIDE 2 

Type of Product Kind of Business 
Transport Airline Company 
Information Newspaper Publisher 
Energy Electric Utility 
Fluids Petroleum Refiner 
Materials Chemical Processer 
Equipments Machinery Manufacturer 
Systems Systems Contractor 


Our next slide illustrates the types of products that we find in 
various business entities. A product can be in the form of trans- 
portation as produced by an air line company, or it can be in the 
form of information itself as produced by a newspaper publisher. 
In turn, electrical energy is the type of product that is produced 
by an electric utility business. A basic prerequisite of Product 
Planning is to know clearly what the products of an enterprise 
really are. Some businesses are built upon technological capabili- 
ties such as many electronics companies have been. Starting 
from a basic physical phenomena, the enterprise has reached out 
to find ways in which this technology could be made useful and 
hence wanted by customers. On the other hand, we may be in 
business to make equipment to launder clothes in the home, in 
which case we will attempt to utilize any kind of technology that 
will do the job for the customer and for the enterprise. 

As implied by the last slide, businesses can occupy a variety 
of positions in the value-adding-process. From any particular 
vantage point in this process, the managers of a business may 
choose to plan or they may choose to react to situations as they 
arise. Since we are discussing the subject of Product Planning, 
we must assume that we are talking about an enterprise in which 
the choice has been made to actively plan and participate in the 
shaping of the future outcome of competitive activity. The central 
question for a business unit that proposes to plan is: How to oc- 
cupy and operate within a selected niche of the value-adding- 
process to achieve desired business objectives under the changing 
conditions of competitive business environment? 
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Our next slide indicates some of the principal parameters of 
the occupational structure of a business. The business must as- 
sume a posture that personifies its mission and reason for being. 
Through the statement of policies and plans made up of objectives, 
strategies and programs, the mission to be fulfilled is givena 
conceptual reality. At any given time, the business may have a 
proprietary momentum which is gaining in strength or deteriora- 
ting. This is certainly an important characteristics ofits business 
posture since the inertial effects of its present status will greatly 
influence the realization of objectives that call for significant 
changes. 

The dimensions of the niche occupied by the business may be 
expressed in terms of its position with respect to resource mar- 
kets (material and component supply, as well as labor and fuel), 
the products that it offers to the market place, and the customer 
markets that it seeks to serve. Within this framwork, the business 
may perform certain activities while purchasing others, such as 
the performance of a distribution function by intermediaries. At 
the same time, there are activities that will be influenced by the 
business, particuarly in relationships with allies who supply com- 
plementary products to the user. Inthecase of an electrical manu- 
facturer such as General Electric, it is rather obvious that the 
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electrical energy supplied by utility companies must be compatible 
with the apparatus and appliances we supply to the ultimate user. 

Finally, another look at the organization structure of the busi- 
ness will lead us to an analysis of capabilities possesed to plan, 
develop and produce. Frequently, we become enamored of the 
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desirability of planning without making an adequate assessment or 
allocation of resources to do the planning work. One of the elusive 
undergirdings of planning effort is the establishment of adequate 
research programs from which to shape the plans for an enter- 
prise. 

Our next slide shows a concept of plans for a business enter- 
prise which places the output of Product Planning, namely, the 
Product Plan, in its appropriate perspective. Most of the business 
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units with which we are familiar are quite complex and difficult 
to visualize. Within the General Electric Company we have ap- 
proximately one hundred product businesses that average 
$40,000,000 in sales. Each of these units is obviously a concern 
of considerable scope that is not simple to manage. It is a par- 
ticularly demanding task to project the occupational structure and 
operating conditions of such a business unit as we would like them 
to be at some time in the future. 

The complexity of the business planning job is reduced to 
manageable proportions when a concept of interrelated plans is 
constructed and used: 

1. Through the brief pages of a Business Plan, in which the 
objectives and strategies of the business-as-a-whole have been 
recorded, the broad courses of action for the business can be 
displayed and understood; 

2. Through the Work Component Plans of the business the 
provision for doing the total work of the business can be seen in 
more intimate detail; 

3. Through the portholes of its Integrating Plans the signifi- 
cant changes in the structure of the business and its operating 
characteristics can be viewed. 

The Product Plan is a representation of the changes in the 
product offering of the business which will be made at various 
times in the future. This plan helps to establish the time table for 
scheduling the work activities of the organization components in 
the business so that necessary work can be done with integrated 
effect. While this slide spotlights the relationship of the Product 
Plan to other plans, let me point out that the Production, Sale, and 
Inventory Plan deals with the regulation of the product flow sys- 
tem as it involves the integration of Manufacturing and Marketing 
with the propensity of the market to buy. Similarly, the Facility 
Automation Plan deals with changes in machines and methods for 
productively applying the energy available in the business under 
the control of an efficient information system. In all cases, the 
activity of the business is tied together through the objectives 
and strategies in its several plans for operating within its selected 
niche. 

The next slide displays a concept of the product offering (hard- 
ware plus service at a price) and brings it up into sharp focus with 
respect to the planning of an individual product. I would call 
particular attention to the product image as it may exist in the 
mind of a customer and the product concept as it may be conceived 
by the business enterprise. The central problem of Product Plan- 
ning is to produce the optimum relationship between the customer 
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view of the value of satisfactions gained from the acquisition and 
use of a particular product and the business view of product cost 
and profit to be derived from offering and selling a particular 
product concept at a particular price level. 
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You will notice that this display provides for the possibility 
that the concept of a product may exist before the customer has 
developed an image of his need for the product. It also provides 
for the situation in which a need for a product is felt or imagined 
by customers and can be articulated through Marketing Research 
as a basis for shaping the product concept of the business, 

I think it is important that we recognize the different states 
that can exist in different situations which will require different 
approaches. In some cases the demand for a product can be in- 
creased without any change in the product concept offered through 
effort to change the collective images that exist in the minds of 
the potential customers. These images may be ones of ignorance 
or they may be actively negative, or, better yet, they may be 
merely passively positive—just waiting for the proper promotional 
stimulus, 

Our next slide illustrates a useful application of the product 
image and product concept facets of the product offering. We have 
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here a matrix of situations that characterize the formulation of 
product market objectives. In Product Planning, we are concerned 
with the addition of new products, the modification of existing 
products, and the elimination of undesirable products. In this 
matrix, we find in the upper right-hand corner the situation in 
which we are diversifying into new ventures where the image of 
the product, (at least as supplied by us,) will have to be established 
in the mind of the customer. At the same time, the product will 
require new capabilities on our part which we have not previously 
possessed or which we will have to apply in an entirely new way to 
occupy this diversified niche. 

In the lower left-hand corner (in the bright red square), we see 
the abandonment of a market and the withdrawal of a product that 
we previously offered. The withdrawal of a product requires very 
careful planning on the part of adurable goods company that wishes 
to maintain its reputation in perpetuity. Ultimately, however, the 
objective would be to reduce the image held by the customer to 
zero and eliminate the product offered by the business. 

The main portion of the matrix consists of shades of gray in 
which changes in product are related to product market objectives 
that have varying degrees of newness involved. For example, if 
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we chose to enter new markets, we might apply the existing product 
without change, in which case there would be a requirement to 
establish an appropriate image of this product in its new appli- 
cation among the new customers that we now chose to serve. On 
the other end of the scale, we might choose to substitute a new 
product for an existing product that would require no change in 
the image possessed by the customer. I would be a new product 
because the technology employed in its conception might be new to 
our business, but the resulting product would be completely inter- 
changeable with the previous product insofar as the customer is 
concerned. 

The area of the most intensive activity is the area in the center 
of the chart in which We would strive to modify our served market 
position through the modification of our present product and more 
effectively apply our promotional efforts. In this case, we would 
be attempting to lure competitors’ customers away from their 
previous brand by creating in the minds of customers a better 
image of our improved product. 

This leads directly to the final slide which displays the product 
strategy selection framework in which, the customer view, the 
competitive product concepts, and the business view are shown in 
relation to one another. On the left-hand side we take a look at 
a sample of the factors which shape the customer’s product image 
in terms of the functions to be served by acquiring and using a 
given product. As indicated before, this image consists of hard- 
ware and service components and is evaluated in the light of the 
original price, as well as contingent cost. The image held by 
different clienteles of customers may vary considerably in the 
balance between characteristics to be featured. On the right-hand 
side, the business is concerned with evaluating functions to be 
performed by itself, its suppliers, it intermediaries, and its 
allies. It is likewise concerned with the nature of the hardware 
and service to be provided and the alternative product concepts 
to be formulated as a competitive product offering with competitors 
X, Y, and Z. The purpose of this framework is to give an idea of 
the considerations involved in choosing a product strategy that will 
win in the market place against competition, to satisfy customers 
and earn a satisfactory return for the business and those associated 
with the business, 

I hope that the displays we have viewed together give us a com- 
mon frame of reference for relating Marketing Research and 
Product Planning. I will confine the examples I promised to one 
specific case. In this case the relationship between Marketing 
Research and Product Planning works out extremely well in the 
planning and introduction of a new product—the electric can opener. 
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At the outset of the idea to offer a device to open cans with 
electrical assistance, the product planner and the market re- 
searcher sat down and agreed upon the kind of research infor- 
mation to be secured, It was agreed that the research results 
would be used to: 

1. Create realistic functional specifications based on customer 
needs and wants. 

2. Predict the optimum price-volume relationship to be ex- 
pected, 

A research program was mounted that consisted of: 

1. Sending a mail questionnaire to the 1,000 members of the 
Department’s Customer Panel to gain preliminary reactions to the 
idea. 

2. Personally interviewing 250 housewives using a working 
prototype 

3. Personally interviewing the regional sales managers and 
their top producing salesmen, 

The research results obtained led to the selection of a product 
strategy that has exceeded expectations by 15 per cent in sales 
volume and has added a lusty, growing, and profitable new product 
to the product line of the Protable Appliance Department in Bridge- 
port, Connecticut. 

Having talked about the assigned subject through both concept 
and example, I would like to offer these principles in conclusion: 

1. Plans for change must be supported by imaginaive re- 
search, 

2. Planners must make clear the nature of the questions to be 
answered through research. 

3. Researchers must attempt to understand the planning process 
into which they are contributing. 

4, Research must not be confined to matters of product change 
alone, 

5. Both marketing research and product planning can be more 
effective where there is a well-defined business planning process 
and a dynamic set of integrating plans. 
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33. THE ROLE OF MARKETING RESEARCH 
IN NEW PRODUCT DEVELOPMENT 
AT ROCHE 


Robert T. Dann* 


I? like to tell you some of the ways marketing research con- 
tributes toward guiding our new product development program 
at Roche. But first, let met tell you some of the ways in which 
pharmaceutical marketing differs from marketing in other indus- 
tries. 

You’ve probably seen articles in the newspapers recently that 
have mentioned the amount of money the pharmaceutical compan- 
ies spend on research. As a matter of fact, last year the industry 
spent $194 million to develop new drugs. That was three-quarters 
again as much as was spent three years before, and it was some- 
thing over nine per cent of sales—more than four times the aver- 
age per cent-to-sales investment in research by American indus- 
try. For the public this investment is good news, and for the 
pharmaceutical companies it is their life source. To me, it means 
that most of my time is spent working with products that are not 
yet marketed. As you can imagine, the more we spend in re- 
search, the more new product possibilities we come up with, and 
the more questions there are for marketing research. One way to 
answer these questions is to work up reports that tell whether 
there is a market opportunity for a product that research has just 
discovered, Another way is to suggest areas of opportunity in 
which research may wish to look for a suitable product. At Roche 
we do both, 

We don’t do market research on all new products, though. 
Some few are such clear-cut advances in medicine that we make 
them available for the good of mankind and to meet our responsi- 
bility as a company dealing in health. Five years ago we discov- 
ered a chemical that would reduce blood pressure dramatically, 
but only for a very short period of time. Because it was unique, 
we marketed this product for use by surgeons in delicate brain 
and blood vessel surgery. We called it Arfonad. By carefully 


*Robert T. Dann, Director, Marketing Research, Roche Laboratories Division, 
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controlling the flow of Arfonad into the patients’ veins, the anes- 
thesiologist can reduce his blood pressure pretty much at will. 
Then by tilting the patient on the operating table so that the brain 
or other site of the operation is uppermost, the surgeon can let 
much of the blood drain down into the body and have a relatively 
clear field in which to work. Frequently, using Arfonad makes 
the difference between a successful operation and an unsuccessful 
one, between life and death. But not too many patients require 
Arfonad, and this is a tricky drug to use. If we were to make 
Arfonad available, we knew we were going to have to spend a con- 
siderable amount of money to train surgeons and anesthesiologists 
to use it properly. We knew too that we had to market Arfonad 
as part of our responsibility to the medical profession and to 
people everywhere, even though we would surely show a loss on 
the product. We did market Arfonad, and it lived up to our expec- 
tations. 

There are products other than Arfonad in our catalog on which 
we lose money with our eyes wide open to the fact. These drugs 
have been made available to help humanity. The prime considera- 
tion at Roche, and in all the pharmaceutical industry, when we 
consider introducing a new product, is ‘‘Will it help make sick 
people well? Will it do this better, or more reliably, than other 
drugs which might be used?’’ When the answer to these questions 
is an emphatic ‘‘yes,’’ we market this exceptional product at a 
price which people can afford, even if we cannot foresee making a 
profit. 

Most progress is made in small steps. Probably 99 per cent 
of the new products announced by pharmaceutical companies rep- 
resent improvements over existing products, rather than sudden 
dramatic advances. Last year, 312 of the 315 new products intro- 
duced by the industry seemed to be of this kind. These are the 
products which are the primary subjects of market research 
studies. But market research reports are always secondary to 
the results of medical research when a new product introduction 
is being considered. 

Now let me tell you of some of the advantages we have as mar- 
ket researchers. I believe that there are not very many other 
industries that have as much quantitative information about their 
total markets. There are four independent marketing research 
services which serve pharmaceutical companies on an annual sub- 
scription basis. They supply monthly audits of prescriptions 
filled in two national panels of drugstores, reporting what is being 
prescribed and how much of it. They supply an audit of drugstore 
purchases and two audits of hospital purchases, telling us what 
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these institutions buy. There are two audits of patient visits to 
paysicians, reporting diseases, drugs used and their purpose, 
and some characteristics of both the doctor and the patient. Taken 
together, these audits provide most of the basic information we 
need to supply to our product development people, 

Research and development need information from marketing 
research on three levels. The first is prior to basic research, 
when our chemists and pharmacologists want to know whether 
there is an opportunity in a particular field of medicine big enough 
to allow for an expensive research program. The second level is 
that of pharmaceutical research, when we are asked whether a 
new drug should be prepared as a liquid or tablet, or perhaps as 
an ointment or eye drops. Pharmaceutical researchers also want 
to know which combinations of a new drug with other drugs are 
going to be of interest to the prescribing physician and of benefit 
to his patient. The third level is in clinical research, when the 
finished tablet or liquid preparation is supplied to doctors to test, 
with suitable safeguards, on their patients. Our clinical investi- 
gators want to know which are the most important competitive 
drugs they should compare ours with and sometimes which are 
the most common practicai uses for a drug. 

In 1947 Dr. Norman R, Stoll published a paper called ‘‘This 
Wormy World.’’ In it he made a careful survey of all the pub- 
lished works on the incidence of human parasites and concluded, 
probably correctly, that there were 45 million human worm in- 
fections in the United States and Canada. In 1940 these two coun- 
tries had a total population of 143 million people, so that the ratio 
of worm infections to people was 31 per cent. Sometimes the 
worm infections doubled up in the same person, apparently, be- 
cause world-wide the number of infections was 104 per cent of the 
number of people. This report awakened tremendous interest 
among our research people. Time after time in the past ten years 
we have been asked about the total sales of worm remedies. The 
answer is that in the United States there isn’t very much sales 
volume. Only about one in 80 of all the people with worm infec- 
tions, if we accept Dr. Stoll’s figure, saw a doctor about it last 
year. In order to be able to afford to develop and market a drug 
for treating worm infections, we would have to be pretty sure that 
the drug would be so good as to be accepted enthusiastically by 
more than half the physicians in the country. This is what we tell 
our basic research people, and despite the fact that the drugs now 
available are pretty good, I suspect they are still looking for a 
better one. 

On the positive side, we can frequently point to an opportunity 
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where useful research can be done, This we do in part through an 
annual report on the sales of each kind of drug, showing which 
markets are larger and which are growing. These are the two 
kinds of markets where a better drug can pay its way. In answer 
to special requests, we prepare reports on the number of people 
suffering from a particular disease, whether or not they are now 
being treated with drugs. More recently we have also been re- 
porting on the dissatisfaction doctors may have with different 
kinds of drugs, as one index to our chances of developing a better 
product. 

When a useful new chemical has been found, our next job as a 
company is to prepare it in such a form that it can be used as 
medication. Three years ago we had synthesized a new chemical 
which proved to be highly effective against bacteria, but which 
was not useful when taken internally. We had never before had an 
antibacterial product for external use only; so marketing research 
was asked to report the sales of all antibacterial products for ex- 
ternal use, according to the form in which they were sold—oint- 
ments, eye drops. solutions, lotions and many more. Based on our 
audits of prescriptions filled in drugstores we found that ointment 
and cream forms of these antibacterials and antiseptics had the 
greatest use. Accordingly, our pharmaceutical research depart- 
ment concentrated first on preparing the new antibacterial as an 
ointment. After completion of testing and clinical work, it was 
introduced in March, 1959, as Triburon Ointment. 

Sometimes, as you know, physicians write prescriptions in 
terms of a list of ingredients which the pharmacist mixes and 
packages in final form. More and more in recent years these 
combination products are prepared by the pharmaceutical manu- 
facturers and simply measured out by the pharmacist. The manu- 
facturer can do the job in large batches more effectively than the 
pharmacist can by hand. The next question from the pharmaceu- 
tical research people is, then, the amount of interest there is 
likely to be in various combination products employing the new 
drug. In the case of Triburon, a combination ointment containing 
Triburon and hydrocortisone was prepared and marketed simul- 
taneously with the basic product. Our review of the sales of 
similar products had shown that there would be interest in such a 
combination. 

In other instances our combination products have followed the 
parent product by several months. In January, 1955, we intro- 
duced a good cough depressant to stop useless coughing, which had 
the advantage of not being a narcotic like codeine. We introduced 
it as a single ingredient in both a tablet and a syrup and called it 
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Romilar. It immediately became apparent, through reports from 
our salesmen and a review of the sales of other products, that 
most doctors wanted to prescribe a cough syrup with more than a 
single action. Most important, they wanted an ingredient to loosen 
phlegm. In the fall of 1955 we marketed a combination of Romilar 
with such an ingredient, and the new product soon approached the 
sales level of the original Romilar Syrup. It was still not the 
whole answer. Competitive products containing antihistamines 
and narcotics continued to do well, and new cold products contain- 
ing decongestants began to appear. Through a survey of practicing 
physicians our marketing research department found that a single 
cough-and-cold product would be useful in the opinion of many 
physicians, and that such a product should certainly have an anti- 
histamine, decongestant and an analgesic in addition to our Romi- 
lar. The result was exactly such a formula prepared by our 
pharmaceutical research people and marketed in the fall of 1958 
as Romilar CF, Its sales soon became more than twice those of 
all the earlier Romilar products combined. 

The third area in which marketing research makes a contribu- 
tion is in clinical research. By this time the drug has been dis- 
covered, tested in the laboratory and formulated for human use. 
Complete testing in animals has shown that the drug is both safe 
and effective; it has also indicated the approximate dosage level 
for human patients. The results of its first use in sick people who 
need such a drug is eagerly awaited. Clinical investigation of a 
new drug is carried out by doctors outside the pharmaceutical 
company. They may be on the faculties of medical schools or af- 
filiated with leading hospitals. While the company usually supports 
their research with a grant, it exerts no influence on the results 
they report. The intent,of clinical research is to get as complete- 
ly objective an evaluation of the drug as is humanly possible. To 
this end the active drug and placebos are supplied unlabeled and 
unidentified except by code number. Doctors and patients alike use 
them without knowing which is which, until the study is complete. 

By now you may have recognized clinical research as being a 
close relative to consumer product testing. Its main similarity is 
that in both cases the product is being used by people like those 
who will use it after it is marketed, and it is being used under 
similar conditions. The physician gives the new drug to his pa- 
tient in quantities that he might later prescribe. His instructions 
to his patient are similar. He watches for evidence of results 
from the new drug, just as he would from a drug he had pre- 
scribed. The chief difference is the striving for objectivity. This 
takes our product testing out of the hands of marketing research 
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and puts it into the hands of product experts, doctors of medicine 
and doctors of philosophy in biological sciences. 

Market research can help these people in two areas: with in- 
formation as to which drugs are now the most commonly used 
where our new drug might have application, and with a list showing 
the frequency with which practicing physicians encounter the di- 
seases our drug can help them to treat. With this information 
clinical research can test the new drug most thoroughly for those 
uses which are likely to be most common after the drug is mar- 
keted. Researchers can make studies to compare the action of our 
new drug with the drugs physicians are most likely to be using, In 
this way we prepare ourselves to fill the greatest need and answer 
the more important questions that doctors will ask us when we 
introduce our product. 

Once a product has been developed through basic, pharmaceu- 
tical and clinical research, the remaining job is to package it for 
marketing. Marketing research recommends package sizes based 
on the sizes of typical prescriptions. We want the pharmacist to 
be able to fill almost any prescription of reasonable size from his 
first bottle. At the same time we want the package size to be such 
that we do not force the pharmacist to invest too heavily in order 
to put our product in stock. One recent new product was made 
available in bottles of 30 tablets because this size would be enough 
for most prescriptions (actually, enough for 2-1/2 average pre- 
scriptions) and still be inexpensive enough to give us good distri- 
bution in drugstores before we began to tell physicians about the 
product. Other products, which according to our prescription audit 
are prescribed in larger quantities, we have packaged in bottles 
of 100. 

This brings us up to the point of marketing. We have seen how 
market research contributes to the decision to undertake a re- 
search program. We discussed its place in suggesting the dosage 
forms of a new product most likely to be wanted by physicians, 
and the combinations which increase a product’s usefulness. To 
clinical researchers, it can indicate the more frequent uses for 
the product and suggest products for comparative studies. Finally, 
it aids in selecting a package size. It has sometimes been said 
that the job of marketing research in new product development is 
to say ‘‘no’’ when no opportunity exists. I have tried to give you 
some examples of the use of marketing research to point out op- 
portunities. Properly developed, these opportunities mean bene- 
fits for us all. 


34. THE ROLE OF MARKETING RESEARCH 
IN NEW PRODUCT DEVELOPMENT 
AT UPJOHN 


J. Robert Jackson* 


N the re-definition of the marketing function which has attracted 
so much attention in the past few years under the name of the 
marketing concept, a large and important segment of responsibil- 
ity has been assigned to marketing research. As I doubt if any of 
our companies have fully adopted and put into practice the com- 
plete philosophy of the marketing concept, so too do I question that 
any of us have been able to practice marketing research to the ex- 
tent the marketing concept envisions, 

There is, of course, nothing new about the marketing concept 
or the marketing research responsibilities which are part of this 
philosophy, except the context in which they have been placed. But 
this new look at marketing has given us a little clearer picture of 
what marketing research can do to play its full part in the overall 
marketing operation. One of the most important responsibilities 
of marketing, as it is viewed in the marketing concept, is that of 
the planning function. The marketing concept demands a much 
better grade of planning than we have had heretofore, for good 
planning is vital if marketing is to satisfy the needs of the cus- 
tomer and, just as importantly, if it is to meet its responsibilities 
to the rest of the company. 

Most marketing decisions and actions have a direct bearing on 
company profits. While we, as marketing people, must be ever 
mindful of our customer, we must also be just as conscious of our 
responsibilities to the business as a whole. We seldom face a 
marketing situation in which our objectives can be reached in only 
one way. Because we have alternative methods to reach our goals, 
it is important that we choose the one which will yield the com- 
pany the greatest profit or is best adapted to the company objec- 
tives. It is imperative that we always keep in mind this important 
fact: The decision we make as to the direction our marketing 
action is to take is much more important than any of the individual 
actions which result from this decision. 


*J, Robert Jackson, Marketing Research Manager, The Upjohn Co. 
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We are all aware that we live in an extremely dynamic world 
in which our customers wants and habits are constantly changing 
or are influenced by economic and social pressures and new prod- 
ucts and services. To maintain or improve its future position in 
the market place, each company must recognize these changes 
and their effects on its customers and its distribution system. 
Good planning is a method of alerting management so that they 
will be ready to meet these new trends in the market place. Here 
is where the marketing concept creates a tremendous demand for 
marketing research. All good planning starts with research and 
investigation. An intelligent plan can only be based on a knowledge 
of the present situation, the probable changes, and the directions 
which these changes will most likely take. When such knowledge 
is at hand, marketing then can determine how it can best take ad- 
vantage of the situation in which the company finds itself. 

Now let’s see how these principles can be applied specifically 
to marketing research in the pharmaceutical industry. We are 
addressing ourselves today to a discussion of the role which mar- 
keting research plays in the development of new products in our 
industry. It is probably most usual and perhaps quite logical that 
this topic brings to mind those functions of marketing research 
which assist in bringing a product from the idea stage to reality. 
These responsibilities of marketing research which we have al- 
ready discussed, are extremely important to each of our individual 
companies. But it seems to me, equally important are those 
marketing research responsibilities which need to be fulfilled after 
the product has come into existence. No product is fully developed 
until it has been marketed. A marketing plan must be devised— 
hopefully it will be one that will yield the maximum success for 
the product both from the volume of sales and the amount of profit 
returned to the company. This plan must be put into action and 
the results of our marketing experience must be evaluated. If we 
are successful in marketing the product, we need to identify the 
reasons for the success so that the principles involved may be 
used again. If we failed, we must try to recognize the factors 
that were responsible so that the same mistakes will not be made 
on another occasion. 

All that I have said up to this point sounds very formal and 
technical. However, these are the principles upon which practical 
marketing research is based. Let’s go back now and examine our 
day to day operations in the light of these thoughts. As we become 
reasonably confident that our new product is going to pass its 
clinical evaluation, management begins to think about what this 
product will mean to the company. And so at this point, Marketing 
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Research is given an important problem: The sales forecast for 
our new product. The sales forecast is an attempt to quantify the 
anticipated result of our planned marketing action within a frame- 
work of certain assumptions about our product, its competition 
and our customer reaction. When possible, we attempt to base 
our assumptions on past experience. For instance, when we were 
attempting to forecast the sales of Medrol, we looked back at our 
experience with cortisone and Cortef to see what lessons we could 
learn from the marketing of these products. Obviously, this in- 
formation had to be modified by the circumstances existing at the 
time we forecasted Medrol sales but, nevertheless, we found that 
this interpretation of our past experience helped us in the projec- 
tion of the sales volume expected from Medrol. 

In this respect then, forecasting the sales of our new product 
is no different than forecasting the sales of an established product. 
From another point of view, however, forecasting sales of a new 
product is quite different from that of forecasting sales of a prod- 
uct which has been in existence for a period of time. The differ- 
ence lies in the fact that the framework of assumptions necessary 
to a new product forecast is open to a higher degree of error; that 
is, we have less assurance that a certain action will produce a 
particular result when we are dealing with a product situation with 
which we have had no prior experience. Furthermore, our ap- 
proach to this forecast is somewhat more subjective, although we 
do have some objective techniques. Basically, our approach to the 
evaluation of the sales potential of this product is three-pronged. 
First, we attempt to measure its therapeutic attributes; secondly, 
we try to ascertain the dimensions of the total market for this type 
of product, and finally, we are seeking to assess our new product’s 
sales possibilities. Of course, if our new product is a true break-~ 
through and we are dépening a new field of therapeutics, our mar- 
gin of error will be even greater for we have nothing on which to 
base our estimate of the total size of the market for this product. 

At this point, you are probably ready to remind me that we 
already went through the process of evaluating the available mar- 
ket data early in the product cycle to assist our technical research 
people in determining the direction they should take in new prod- 
uct development. This is true. We did try to tell them the thera- 
peutic attributes our new product should have, the size of the total 
market for this type of product and the kinds of sales advantages 
we would like this product to have. But our work at that time was 
probably not either as extensive or intensive as it now must be in 
order that we may give our management the best possible market- 
ing intelligence on which to base their marketing plan. And I 
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think I can demonstrate that rather than being a waste of time and 
money, this second look at the dynamics of the market is actually 
going to turn out to be a real bargain. 

Now let’s return to the problem of forecasting the sales for our 
new product. To solve the problem, we have considerable data on 
hand including our new product’s attributes together with our es- 
timate of its advantages, our estimate of the sales of competitive 
products in the field together with the knowledge of their promo- 
tional support, the size of the market which we are about to enter 
and the trends within this market, the physician specialties which 
are interested in our product and some idea of the degree of in- 
terest which they hold. On the basis of this information, we can 
attempt to set up our solution to the problem. However, we find 
our solution is not as accurate as we could wish, for we are lack- 
ing one piece of information on which our final answer depends. 
The missing factor is a knowledge of our own promotional cam- 
paign to be used during the forecast period. 

The size and intensity of this campaign is, of course, a man- 
agement decision but much of the data on which management will 
base their decision is supplied by Marketing Research. We turn 
to the market data which we have procured and examine both the 
size and the trends of the market which we are entering in rela~ 
tion to the diagnoses being treated with these products, the fre- 
quency with which patients visit the doctor for treatment and the 
doctor’s overall interest in these conditions. We examine our 
competition’s promotional claims and activities in relation to the 
success they have had in creating specification for their products. 
We estimate the amount of effort that they have put behind their 
promotion to obtain the estimated sales and then we examine our 
own position. What advantages does our product have in compari- 
son to the competitive item? How much of an educational process 
will we face is presenting our product to the physician? Which 
promotional medium or combination of media will most effectively 
present our story—direct selling, journal ads, direct mail or 
sampling? What percentage of our promotional budget should be 
spent on each of the media in presenting our story? Perhaps we 
cannot answer any of these questions as well as we could wish, 
but we can give management enough information to assist them in 
making an intelligent appraisal of our promotional needs. 

Marketing Research can go one step farther in assisting man- 
agement to develop a marketing plan. Management is, of course, 
highly interested in having the product return the greatest number 
of sales dollars possible, the usual assumption being that the high- 
est revenue will yield the largest profit. Oftentimes this is not 
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true because the promotional effort needed to obtain the highest 
possible volume of sales is so great that it detracts from our 
ability to place the proper emphasis on other important and profit- 
able products. On the other hand, there is a point of diminishing 
returns in promotional expenditures. At some point the amount 
spent on promotion exceeds the return in profit and we begin to 
lose money rather than make it. Both over-production and under- 
promotion can be very costly. If we do not place enough effort be- 
hind the product, we lose out on sales and therefore profit. If we 
overestimate our promotional needs, we find profit dropping be- 
cause we have passed the point of optimum return, By applying 
our costs of promotion to various levels of promotional activity 
and relating the resulting figures to our forecast of sales at these 
different levels of promotion, we can suggest to management the 
approximate level of promotion that will yield the greatest profit. 

Earlier I pointed out that the expenditure of time and money for 
market data at the time our new product becomes a reality might 
be considered rather high, but that in my opinion it actually is a 
bargain. As you can see, it plays an important part in developing 
both the forecast and the promotion plan for our new product. In 
addition, this information plays a part in the implementation of the 
promotion plan. Both the Advertising and Sales Departments can 
make good use of our market evaluation. 

As the Advertising Department picks up their assignment from 
the promotion plan, they begin to look for the theme around which 
to build their campaign. They usually are quite aware of any 
competitive advertising in the field which our new product is en- 
tering, but our information regarding the specific diagnoses for 
which the doctor prescribes this type of product, his interest 
level, and comparison of product characteristics is often very 
helpful to them. Their selection of journals in which they place 
their ads, the mailing list for direct mail pieces, and their think- 
ing regarding the need for and packaging of samples can well de- 
pend on the information that Marketing Research has gathered 
from the field. 

The Sales Department can put the information to good use also. 
A thorough and reliable analysis of the competitive situation can 
be given the salesmen so that they may be more acutely aware of 
the effort needed to establish their new product. The doctors who 
should be detailed can be more accurately pinpointed, and the de- 
tailing points to be emphasized can often be strengthened after a 
thorough examination of the market data. 

Now let’s turn for a moment to the contributions that Marketing 
Research can make in evaluating the marketing problems which 
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will face the company upon the launching of the product. Ideally, 
all of us would like the opportunity to test market the product be- 
fore it is announced nationally. In reality, probably none of us 
ever do in the true meaning of the term. Perhaps on occasion 
some of us have the opportunity to place a product in a particular 
area of the country or in certain test cities for a period of time, 
but I doubt if we are able to set up the proper controls and meas- 
urements which will (1) determine the acceptability of the new 
product and the effectiveness of its marketing program; (2) deter- 
mine its probable marketing success; and (3) determine whether 
we have overlooked any significant problems in the marketing 
program. 

In the first place, when we develop a new product in the pre- 
scription area, competitive pressures are such that our companies 
cannot afford to spend six months to a year determining the an- 
swer to these questions. While no one questions the expense in- 
volved in making a marketing mistake, it may be even more ex- 
pensive to buy insurance against such an error through test 
marketing. To give our competition notice of the product anda 
rather lengthy period of time to develop their own brand, may well 
be the most expensive error we can make in marketing. 

Secondly, our products are somewhat different from a true 
consumer item. They are designed to meet known needs in either 
therapeutic or prophylactic medicine. The desired product char- 
acteristics are reasonably well defined when our research people 
begin to work on them. When a compound looks promising, it is 
evaluated in the test tube and then in animal tests. If the results 
from these tests are optimistic, the compound is carefully exam- 
ined for possible use in humans, By the time we know we have a 
product, we know its strengths and weaknesses and have actually 
completed the consumer research phase of test marketing. 

Thirdly, our marketing problems are different than those of 
the producer of consumer goods. Our products seldom, if ever, 
truly appeal to the actual consumer; it must appeal on a rational 
basis to a highly skilled professional man. We know from past 
experience how to sell to this professional man—the doctor—and 
the first and foremost of these requirements is to have a product 
that produces the results we attribute to it with the least possible 
side effects. While without doubt, the industry could find test 
marketing valuable, it seems to me that the greatest returns from 
this technique would be found in the marketing of O-T-C products. 

The marketing research functions which are involved in eval- 
uating the marketing planin operation is, I suspect, the most over- 
looked and underdeveloped of all marketing research activities. 


t 
t 
) 
r 
t 
d 
n 
of 
te) 
a 
ig 
h 


336 DYNAMIC MARKETING FOR A CHANGING WORLD 


Certainly we could spend a great deal of time discussing this field 
of marketing research. Because of time limitations, I am only 
going to point out that there are many obstacles which must be 
overcome before we can routinely include the appraisal of the 
marketing effort in our marketing research functions. At this 
point, we can only say that very little is known specifically about 
the benefit derived from redetailing the physician, about the ef- 
fectiveness of advertising, or about the proper use of samples. We 
know from experience that, although the marketing success ofa 
new product is highly dependent upon the initial promotional im- 
pact, further promotional work is necessary before the product is 
firmly established. We do not know, however, to what extent we 
should redetail the doctor nor whether it is necessary to redetail 
all physicians who received a primary detail. There is much to be 
learned about which doctors should be seen if we cannot see them 
all and about how we can best serve them with the information we 
have to offer. As the physician becomes more and more pressed 
for time and the cost of detailing rises, it will become even more 
imperative that we learn to make the most efficient use of the 
time we can spend with the doctor. 

We need a great deal more knowledge about how to support our 
salesmen with advertising, literature, and samples. How can we 
measure the effectiveness of advertising? Should we expect ad~ 
vertising to actually sell products or is it the function of adver- 
tising in the promotion of ethical prescription products to acquaint 
the physician with its name and use, leaving the motivation to 
prescribe to direct selling? With journals overflowing with ad- 
vertisements and direct mail receiving increasing criticism, how 
can we improve our communication with the doctor? How effective 
are samples in influeneging the physician to prescribe our prod- 
ucts? These are some of the questions that appear on the surface 
of the problems we meet in this area of research. Nevertheless, 
they are enough to indicate our lack of knowledge about how to 
obtain the optimum mix of our promotional efforts. 

It will not be easy to obtain answers to these questions. A 
great deal of experimentation and study will have to be done and 
new measuring techniques developed. Nevertheless, there is one 
source of information presently available that can assist us in an 
overall evaluation of our marketing program. Although our sales- 
men are not expected to spend a great amount of time and energy 
analyzing and evaluating the forces operating in the market, they 
can on occasion be of significant assistance in our attempts to do 
so. After he has had some experience in detailing the product, 
the salesman can give us highly useful information regarding the 
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various aspects of its promotion. He also becomes quite aware of 
competitive strategy adopted in the face of our new product and 
may even be able to suggest methods of countering this strategy. 

The role of marketing research in the development of new 
pharmaceutical products, then, is not limited to assisting technical 
people in directing their efforts or describing to them the product 
characteristics desired. There is much we can presently do and 
more which we shall need to learn to accomplish to assist in the 
development, implementation, and evaluation of the marketing 
plan. The marketing plan is essentially a marketing management 
function, but it can be made much more efficient and effective 
through the aggressive use of marketing research. Market in- 
formation, properly collected, and interpreted, is essential to an 
intelligent forecast and a well-planned promotional budget. This 
same information can be of definite value to our advertising and 
sales departments as they plan the specific promotion campaigns. 
Although the evaluation of the marketing effort has been largely 
overlooked up to the present, I predict that increasing demands 
for information in this field of research will be forthcoming in the 
near future. 
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35. THE ROLE OF MARKETING RESEARCH 
IN NEW PRODUCT DEVELOPMENT 
AT BAXTER 


Charles H. Fahrenholz, Jr.* 


represent a company which has been primarily a manufacturer 
I and distributor of products sold only to hospitals, namely: bulk 
parenteral fluids and devices. In recent years, Baxter has been 
attempting to broaden out into the product area referred to as 
‘‘ethical pharmaceutical specialty items,’’ so that perhaps we have 
been going in somewhat the opposite direction as those who rep~ 
resent true pharmaceutical specialty houses. It has been my im- 
pression that many have ‘‘discovered’’ the growing hospital mar- 
ket during recent years and have tooled up to meet this opportunity 
from the standpoint of product development and marketing strat- 
egy. 
It is my intent to tell something of my department’s role in the 
development of what started out to be a new product but ended up 
as a new product line. I will qualify the latter by indicating that 
the word ‘‘new’’ in this case turned out to apply to a packaging de- 
vice rather than the actual products contained within. 

About five years ago, it became apparent to us that product di- 
versification was not only becoming a desirous, but a necessary, 
development. By way of background, Baxter has been a leading 
producer and marketer of bulk I.V, solutions and sets for almost 
25 years. Those solutions are given, for the most part, as post- 
surgical nutrition. The distribution of these products in the United 
States has been primarily through a single distributor, namely: 
American Hospital Supply Corporation. Other Baxter plants in 
Canada, Latin America, Europe and Africa are also primarily in- 
volved with the manufacture and distribution of solutions and sets. 
A subsidiary on the west coast has been engaged for a number of 
years in the manufacture and distribution of diagnostic items, 
blood fractionation products and selected biologicals. A more 
recent acquisition is primarily involved with industrial enzymes, 
and, while this held hopes for future developments in the 
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pharmaceutical enzyme field, the need was felt for a more imme- 
diate product development program. 

Another division of Baxter Laboratories, known as Travenol 
Laboratories, markets hospital products of a more specialized 
nature than regular bulk parenteral solutions and sets, such as: 
disposable enemas, the Twin Coil Artifical Kidney, and specialized 
solutions. Travenol products are sold to hospitals on a direct 
basis or via the wholesaler. Since the name ‘‘Travenol Labora- 
tories’? was more or less established with our customers, it was 
felt that our new product or product line should be marketed under 
the name of Travenol. 

With this background in mind, management felt that the most 
expedient move would be one of developing a product or a line of 
products which could fully capitalize on our years of hospital mar- 
keting experience, and, at the same time, begin to get us more into 
the area of pharmaceutical specialties. Hopefully, this would be 
the forerunner of a pharmaceutical specialty division. Here, then, 
we have the situation of a company being very strong in one speci- 
fic field and wanting to initiate penetration of an adjacent market 
segment. What was Market Research’s role and responsibility? 
Stated simply, it was to recommend what the new product should 
be; how it should be sold; and its sales expectancy. How would we 
approach and solve this problem? First, it might be well to look 
at the makeup and situation of the Market Research Department at 
Baxter. 

The Market Research Department at Baxter is small, con- 
sisting of the Market Research Manager, an analyst, a statistician, 
and my secretary. For the four years that a formalized Market 
Research function has been in existence, a great deal of our work 
has been in the area of new product development, and even though 
it is small, I think it has made realistic contributions. Being 
small, we are forced to scratch for information and utilize every 
convenience and shortcut that is practical. We subscribe to cer- 
tain of the prescription and hospital audits. At times, we must re- 
ly on our district managers and selected sales personnel, who had 
displayed some ability to gather certain types of information and 
recognize the limitations. We are required to do a large amount 
of customer contacting, because until recently, commercial audits 
of set and allied product sales were not available. I suppose you 
could say that we have become one of the school who leans heavily 
toward contacting ‘‘informed sources of information,’’ as opposed 
to the use of a broad representative sample, in all cases. In other 
words, we have learned over the years that a relatively few key 
anesthesiologists, for instance, can pretty well guide us or give 
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us the information we need. Further, we have also learned that 
the decisions of these men will, in most cases, influence the ma- 
jority of other anesthesiologists. Obviously, there are exceptions, 
and we must be careful, but experience has taught us that this ap- 
proach can give us good information at relatively low cost, and, 
most important, quickly. 

Even though we had been doing market research in the hospital 
market for ten years, especially involving bulk parenterals and 
sets, we decided that a complete re-examination of this particular 
market was a logical starting point to approach our problem. The 
reason for this was that since we were aiming for a product type 
laying somewhere between our present line and that of a true 
pharmaceutical specialty, a thorough look at how our present prod- 
ucts were used might provide some ideas. 

The first step, therefore, was to go into a number of hospitals 
and observe our current products, namely; I. V. fluids, from the 
following standpoints: 


1. For what conditions and under what conditions were 
solutions being administered? 
. Who prescribed the I.V.? 
. Who administered the I.V.? 
When were I.V.’s given? 
Was any other medication given in conjunction with 
with I,V.’s? 


Again, these are administrations of 150 cc. and over in amount. 
These observations were made in a sample of hospitals stratified 
by size, surgical facilities, type of ownership, location etc. 

Granted, we already knew the answers to many of these basic 
questions, but it soon became apparent that we had been ignoring 
one very obvious situation, namely; medication given in conjunc- 
tion with I.V, administrations. Our data compiled from observa- 
tions in the sample hospitals plainly showed that a great number 
of I.V.’s given have a medication added prior to, or during, the 
administration procedure. Here, then, seemed to be the first clue 
or new product possibility—that of providing solutions already con- 
taining medication or some means of providing medication, espe- 
cially since the drugs that were being added were, for the most 
part, fairly common pharmaceuticals. 

Our progress report to management, at this point, proposed 
this possibility along with the proposal that we obtain a quantitative 
measure of the drugs added to I.V.’s with the hope that several 
likely candidates should show up in enough volume to warrant 
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consideration. These could then be tested by our research people 
for compatibility factors, availabilities, etc. Since our initial 
investigation had not come up with anything really startling or 
glamorous, management was understandably somewhat unim- 
pressed and disappointed; however, they gave us the O.K. to pro- 
ceed, 

Our subsequent planning sessions to determine the best and 
quickest way of getting a quantitative measure, referred to above, 
brought about a situation that probably happens to all of us some 
time or another. The best possible source for the data we needed 
was right in our shop and none of us realized it, until our market 
analyst casually mentioned during a meeting that our returned 
empty solution bottles still had the tapes fastened to them that in- 
dicated what product had been added to the solution prior to, or 
during, administration. Let me clarify this. Until a few years 
ago, we used to allow hospitals to return empty solution bottles 
for which they received a credit. This was a merchandising 
gimick and also served as a considerable convenience to the 
hospital, since it meant that they did not have to arrange for dis- 
card. 

Immediately, we set up a means of examining all of these re- 
turned bottles and tabulating the drug by name, strength, etc. 
During the next few weeks, we amassed data from some 200,000 
used I.V. bottles and wound up with about ten drugs that were ap- 
parently most frequently added to I.V.’s. This was all fine; how- 
ever, we were somewhat concerned that the bottles checked were 
from a group of hospitals that might not be representative, since it 
was not possible, in all instances, to identify the hospital from 
which a particular group of bottles were returned. Further, ex- 
perience has shown us that a particular doctor may have a ‘‘pet’’ 
drug which he is prone to use in almost any instance, and we 
wanted to be sure our sample was representative enough to wash 
out such an effect. 

Our next step was to examine our audit data to see if the list of 
drugs we had come up with were being purchased in the magnitude 
shown by our own bottle survey. They seemed to be in line. More 
important, we again went back to a small selected sample of hos- 
pitals, and through the cooperation of the I.V, teams, nursing sta- 
tions, and central supply, we gathered additional data showing the 
amounts and frequency of drugs being added to I,V.’s. Again, the 
findings tied-in, and we felt that we were on solid ground, since 
we had completed two double checks. Market Research now sub~ 
mitted a list of about ten products to the management for consid- 
eration as candidates for a new line of parenteral additives to 
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supplement bulk parenteral fluids. Of these ten, five were listed 
as the prime candidates. 

Our Research Department was again put to work to determine 
compatibilities at desired strengths, etc. with particular solu- 
tions. At the same time, our legal people examined the proposed 
items from patent standpoints, etc.; however, each of the items 
suggested were readily available and non-patentable. In other 
words, we had come up with product suggestions that were really 
nothing more than so-called ‘‘me-too’s’’ and in markets that, 
while large, in some instances, were well crowded, This, then; 
presented another problem. What did we have to offer that com- 
petition wasn’t already offering? And, simultaneously, did we 
have anything to sell to our own management? At this point, Mar- 
ket Research was ina position of recommending several products 
that made sense from the standpoint of their usage in relation to 
our basic product line, as well as from the standpoint of market- 
ing, since we would be in a positionto capitalize on our established 
franchise in the hospital market. On the other hand, we were of- 
fering products already available from many sources. By deduc- 
tion, then, our thinking finally turned to the mechanics involved in 
actual addition of these products to the I,V. solution. 

The normal method of doing this, at least up to this point, was 
either by introducing the medication directly into the I.V. bottle 
prior to administration, or via syringe and needle through an 
aperture on the set. We felt that either or both of these methods 
had drawbacks from the standpoint of sterility, time and conven- 
ience, and cost. Was there anything we could do to overcome 
these apparent drawbacks? In an attempt to find out, meetings 
were held with our product development people, and shortly there- 
after, a member of this department came up with a completely 
revolutionary idea which was the springboard for an entirely new 
concept and a new product line. This idea was a method of intro- 
ducing the drug into the bottle of solution, prior to administration, 
and doing so in a safe, sterile, convenient manner, utilizing a dis- 
posable piece of equipment. For this idea, this person received a 
special award not given before or since. 

The fact that our development people had come up witha 
patentable ‘‘gimmick’’ had changed the whole aspect of the entire 
situation. Now we felt we had something to market, whereas prior 
to this development, we were confronted with ‘‘me-too’’ products. 
While this indeed looked encouraging, we realized that we could 
not be certain of the acceptance of this concept, nor the manner in 
which we could most effectively market this item, if it was accept- 
able. From the original goal of developing a pharmaceutical-type 
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product which could be sold to hospitals utilizing our experience in 
the latter, we had ended up with a line of commonly used drug 
items, but packaged in a unique manner. Thus, the latter obviously 
became the focal point of the marketing planto be developed. 

The Market Research responsibility, at this stage, became one 
of finding out whether this packaging idea would be acceptable, 
and, if so, to what extent could we hope to penetrate the current 
additive market. Further, what would be the effective way of pro- 
moting this line? Bear in mind that my reference to the ‘‘current 
additive market’’ means the drugs being added to I.V. fluids via 
syringe or pouring in the bottle. 

Once again we went back to the hospital. We started out by 
showing samples of the new vial to the various hospital personnel 
who were concerned with additives. This was done in several 
general hospitals with heavy surgery schedules and ranging from 
small to large in bed size. Next, we repeated this procedure ina 
sample of teaching-type and/or research minded institutions, again 
where considerable surgery was being done. One of the key points 
we stressed in our presentation involved the monetary savings that 
could be realized by eliminating the need to use a syringe and 
needle and the associated costs of cleaning, sterilizing, etc. and 
also the saving in time. 

During the interim, much thought had been given to a name for 
this new package form, and meetings of all persons involved were 
held, because everyone is an expert on names. To make a long 
story short, the name ‘‘Incert’’ became the registered name of the 
vial, and for practical purposes, it became the name ofa ‘‘system’’ 
which is now referred to as the ‘“‘Incert System’’. The individual 
products that went into this Incert vial bore prefixes indicatory of 
the drug, such as: Vi-Cert, for Vitamin B Complex; Sux-Cert, for 
succinylcholine chloride in the Incert, etc. 

The reaction of the pharmacists, administrators, purchasing 
agents, etc. whom we contacted was one of interest, but not neces- 
sarily endorsement. As frequently occurs with the introduction of 
disposable items where factors of timesaving, convenience and 
cost are being stressed, there was a certain amount or degree of 
reluctance or resistance to accept the item, since people hate to 
throw things away. Comments were made that people were already 
available to clean and sterilize syringes, and they couldn’t just be 
eliminated. It soon became apparent that the acceptance of this 
product was going to have to come from the day-to-day user, who, 
in turn, would have to bring influence to bear upon the people who 
sign the checks and establish the formularies. Obviously, this 
user was the I.V. nurse, who, while having little or no direct 
purchasing authority, could bring influence to bear upon those who 
did. 
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Market Research set up a dual program aimed at a realistic 
determination of Incert’s acceptance and at developing sales pro- 
motion ammunition. First, we set up a program in a number of 
hospitals, whereby we would supply the nursing stations or I.V. 
teams with a supply of Incerts containing three of the products that 
our early study had shown to be most frequently added to I.V.s. 
This was done by securing permission from administration and 
others to contact the directress of nursing, who, in turn, gave us 
permission to set up the program. The latter was not done without 
problems in every case, since a directress of nursing can be an 
impregnable fortress, at times. 

The other step was to contact key hospital pharmacists and 
through them set up studies comparing the cost of administering 
parenteral additives via the Incert system versus the needle and 
syringe method. Fortunately, for us, at the time, some two or 
three studies had recently been published showing the cost advan- 
tages of disposable syringes versus re-usable syringes. We were 
able to capitalize on much of this published material, which, com- 
bined with the favorable data resulting from the specific studies 
being done by pharmacists, helped us build effective promotional 
material pointing out the realistic advantages of the Incert sys- 
tem. It became apparent that the promotion of the system was the 
real key. Meanwhile, our acceptance studies being run among the 
nurses had brought most favorable results from the standpoint of 
the nurses’ endorsement of the Incert as representing a real con- 
venience and timesaver. In almost every case, they requested that 
the Incert line be stocked. 

At this point, we felt that we had developed enough sound in- 
formation to recommend marketing of the Incert line. Further, 
we recommended that present Baxter solution accounts repre- 
sented our most realistic initial targets. On the other hand, since 
our field sales force was not large enough to effectively cover all 
Baxter accounts, quickly, and since this was a device that required 
personal demonstration, our Sales Promotion Department, with 
council from the Market Research Department, decided on an 
initial campaign which was called ‘‘Operation 15’’. Very simply, 
each district manager was asked to select the fifteen hospitals 
most likely to order the Incert line. These were screened by us 
relative to bed size, amount of solutions being used, and their past 
acceptance factor of other new products. A list of slightly over 
100 hospitals accounting for over 20,000 beds was finalized as the 
initial target. The Incert line and its promotional and advertising 
campaign was presented to our field force, and shortly thereafter, 
‘‘Operation went into action, 
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This initial campaign was highly successful and soon filtered 
out to additional accounts, as we had hoped. The Incert line con- 
tinues to increase in sales volume and profit contribution and was 
successful in accomplishing our first step into the pharmaceutical 
area. This product line brought us into contact with the hospital 
pharmacists whom we rarely, if ever, contacted previously. This 
has opened up an entirely new segment of the hospital market to 
us, 

A strong journal and direct mail advertising campaign aimed at 
nurses and hospital pharmacists supported the field program. The 
fact that this line of products brought us into direct relationship 
and contact with the hospital pharmacist because of the drugs 
packaged in the Incert vial opened up an entirely new area of the 
hospital to us from the marketing standpoint. Prior to this, we 
had little reason to call on this person, 

What, then, was the role of Baxter’s Market Research Depart- 
ment in the development of this new product line? First, recall 
the over-all problem which was to recommend a new product or 
products that would not only make a profit contribution but would 
initiate a swing into pharmaceutical specialties, and, at the same 
time, capitalize on an existing solid franchise in the hospital mar- 
ket. The Market Research Department did the following to solve 
this problem: 


1. Initiated a re-examination of the usage of the present prod- 
uct line which led to recommending the consideration of the possi- 
bility of distribution of drugs most frequently added to I.V.’s. 

2. Set up a proposal and a program to measure the amount of 
these drugs being added and the frequency of addition to determine 
whether enough volume was involved to warrant further considera- 
tion. In planning this program, a valuable source of information 
was uncovered within our own plant. 

3. Carried out a double check of these quantitative measures. 

4. Submitted a list of specific products to be considered as 
additions with recommended strengths. 

5. Proposed to management that since these products repre- 
sented ‘‘me-too’s,’’ that work be done to determine if anything 
could be developed to improve the mechanics of introducing these 
additives to the I.V. solution. 

6. Set up a dual program in hospitals which determined the 
acceptance factor of a new mechanical concept and also developed 
sales promotion material through the means of setting up com- 
parison studies with key hospital pharmacists which showed the 
advantage of the Incert system. 
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7. Aided Sales and Marketing in setting up an introductory 
marketing program. 


These would seem to be the main factors representing Market 
Research’s role. 

In retrospect, I can see some things we did not do well and 
certain things we did not do at all. On the other hand, I do feel 
that we made a definite and necessary contribution, and, perhaps 
more important, we learned some things that aided our next pro- 
gram. 

We have followed our Incert line sales through our normal 
sales analysis program, and I am happy to say that each subse- 
quent year of market life has brought a solid sales and profit in- 
crease. Apparently our recommendations and forecasted expec- 
tancies were in the ball park. I’m not sure we have done as well 
as we should, and this is an area in which we hope to strengthen 
our Market Research contribution in the near future. Obviously, 
the success of this product line—in fact, its very being—resulted 
from a product development man devising a revolutionary gim- 
mick. I think we helped to lead up to this point and then helped to 
market the concept quickly and somewhat more effectively than it 
might have been without our efforts. 
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36. ACTIVATION RESEARCH—A NEW 
DEVELOPMENT IN THE MEASUREMENT 
AND ANALYSIS OF INFLUENCES 
ON PURCHASE 


L. E. Purvis* 


Introduction 


N this report details of a new measurement system called Acti- 
vation Research will be presented. The presentation sequence 
will proceed along the following lines— 


e We will define Activation Research. . . ‘‘In Brief.’’ 


e We will attempt to demonstrate the need for this type of 
information, 


e We will then return to the conceptual theory underlying 
Activation Research, explaining in detail how the system 
works and why we feel it functions properly. 


e Actual past and expected future uses of the system will be 
described. 


And, finally, we will briefly state how our organization is 
proceeding to work Activation Research into an opera- 
tional status. 


What Activation Research Is 


Activation Research provides a new instrument of management 
control through continuous and immediate audit of the sales effec- 
tiveness of advertising and other purchase influences. Obviously, 
total sales of a given product result from the interaction of many 
forces—as illustrated on the following page. 

Activation is a relative measure of the extent to which a given 
influence creates sales. We speak of these influences as ‘‘acti- 
vating’’ people to buy—as reflected in the direct testimony of 
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ADVERTISING PRICE PRODUCT 
Quality 
Features 
HABIT TOTAL PACKAGING 
SALES € 
DISTRIBUTION RECOMMENDATION 
Availability Dealer 
Display Neighbor 
COMPETITIVE Family 
__ACTIVITY _ Doctor 


housewives who have just purchased a given brand. First and 
foremost, then, Activation Research begins with the SALE—we in- 
terview housewives who have just made a purchase, 

Now, at the outset, let us say that Activation Research is 
founded on three basic ‘‘common sense’’ assumptions: 


1. While total sales of a given brand are the result of all 
the available influences. . . 


Advertising Distribution 

Price Habit 

Product Recommendation 
Package Competitive Activity 


.a single, individual purchase of a given brand will 
rarely be affected by all of them. All too frequently, 
we find, there is a tendency to think in opposite terms, 
i.e., to rationalize that since total sales are normally 
affected by all influences, single purchases must be 
similarly affected. Yet we all know that differences in 
individual buying motives prevent this situation from 
occurring. From a research standpoint this is very 
important. It means that the comparative simplicity 
of a single buying act makes investigation of that act 
easier than many might expect. 


2. Personal awareness of purchase influences will be 
highest among those who have recently changed brands 
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or who have tried a given brand for the very first time 
—the new/switch buyers. 


3. These new/switch buyers are the most sensitive and 
important predictors of the health of a sales curve. 
We hasten to assure you that we do vot mean by this 
that advertising, for example, has no effect on brand 
loyalty. Typically, a product-group market is ex- 
tremely restive. The ‘‘Leaky-Bucket Franchise’’ is 
an apt description of the continuous brand warfare for 
new customers gained either by expanding the total 
market or by taking customers away from competi- 
tors, 


Therefore, Activation data is continuously collected by direct 
interview every Saturday, among new/switch buyers of a given 
brand, who made that purchase within the last seven days, from a 
national probability sample of 2500 housewives every week—10,000 
every month, 130,000 per year. 

Finally, Activation puts special emphasis on auditing the sales 
effectiveness of advertising as a purchase influence, This is ap- 
propriate for two reasons. First, as we all know, the degree of 
control that a management has over the major purchase influences 
varies greatly— 


Direct or ‘timmediate’’ control 


Advertising 
Price 
Product 
Packaging 


Indirect or ‘‘long-vrange’’ control 


Distribution 
Recommendation 
Habit 


No control 


Competitive Activity 


Of those influences which can be controlled quickly, advertising is 
generally the single influence most frequently altered by the na- 
tional brand advertiser. That is one reason why interpretation of 


t 


352 DYNAMIC MARKETING FOR A CHANGING WORLD 


Activation data is primarily concentrated on advertising influ- 
ences, with appropriate attention paid to developments in other in- 
fluence areas whenever warranted, 

The second reason is, of course, that industry has such an 
enormous stake in measuring and improving the efficiency of ad- 
vertising. Certainly, future increases in corporate profitability 
will come much more easily from improvement in the sales ef- 
fectiveness of advertising than in sheer additional expenditure. 
We have already stepped up the pace of advertising spending to a 
fantastic rate. No sterner proof of this exists than a comparison 
of the two-fold growth in advertising expenditures over the past 
decade, as compared with other indices of growth or potential. It 
is small wonder, then, that companies have intensifiedtheir search 
for some means by which to measure and control the sales effec- 
tiveness of their advertising. 

So, Activation Research is designed to aid management in two 
of its control functions— 


1. To maximize advertising effectiveness. 


2. To maintain a continuous and immediate system of 
market place intelligence. 


% change 
1950 1959 (1950 base) 
Advertising Expenditures $ 5.7 $ 11.1 +95% 
(billions of dollars) 
Population 151.7 177.4 +17% 
(millions of people) 
Gross National Product $284.6 $484.5 +70% 
(billions oi dollars) 
Disposable Personal Income $206. 1 $335.3 +63% 
(billions of dollars) 
Personal Consumption 
Expenditures 
(billions of dollars) 
Non-durables $ 99.8 $147.7 +48% 
Durables 30.4 44,1 +45% 
Services 64.9 119.4 +84% 
Total $195.1 $311.2 +60% 


Source: Printer’s Ink ‘‘Advertising Guide to Marketing for 1960”’ 
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Research data is collected regularly in the manner of a con- 
tinuing audit so that the constantly changing pressures of different 
purchase influences, as they affect an advertiser’s own and his 
competitors sales, can be evaluated. In that manner— 


. favorable changes can be exploited while the oppor- 
tunity still exists, 


. unfavorable changes can be corrected before the 
condition intensifies, and 


. instances where no change is warranted become 
apparent, 


Why Is Activation Research Necessary? 


Management, of course, agrees that the cost of advertising is 
so great that it cannot be content with anything less than the most 
efficient performance. Yet, first to determine and then to maxi- 
mize efficiency, it is necessary to have a measurement system 
which can relate advertising to sales. To be sure, up-to-date 
companies do have a lot of data to work with and much skilled 
judgment is brought to bear on this problem. But, I think most of 
us would agree that the currently available methods of evaluation 
are inadequate ‘‘make-shifts.’’ There are, basically, two systems: 


The Total Sales Approach 


Bits and Pieces Research on the Steps Leading Up to the 
Sale 


Let us review these approaches—not because you are unfamiliar 
with them, but because it is so important to fully realize their 
shortcomings. 

Total Sales Approach. Historically, in the Total Sales Ap- 
proach companies depend on observation of total sales trends 
(through company shipments and other available market data) as 
the basis for their deductions from total effect to specific causes to 
determine ‘‘why’’ goods moved as they did. Or, conversely, an 
advertiser will alter his strategy and then wait for sales to tell 
him whether or not this new effort caused any improvement. 

There are two serious shortcomings in this method. First, it 
can be grossly misleading. Only rarely does one variable change 
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at a time. More normally a host of competitive variables change 
simultaneously or within a reasonable time proximity. We are 
powerless to prevent this. . .or to untangle the resultant sales 
picture. On the pages following are two hypothetical case histories 
in which evaluation of marketing strategy by observation of total 
sales would be misleading. In both instances, the assumption is 
made that only two brands exist in the product group. The upper 
portion of the diagram schematically represents the ‘‘value’’ of 
the marketing strategies employed by Brands ‘‘A’’ and ‘‘B’’ over 
a period of time. The lower portion plots the course of total con- 
sumer sales as revealed by company figures or available market 
data. The horizontal axis, in both cases, is time. 


CASE HISTORY I. 


Looking at the top half of the diagram opposite, we see that at 
Time ‘‘1’’, Brand A changes its advertising campaign and Brand 
B lowers its price. Both moves, as indicated by the step-up of the 
lines, are actually advantageous. However, the Brand B strategy 
of lowering price is shown to be proportionately better (upper 
diagram) than the campaign switch for Brand A. Consequently, 
when you look at the total sales lines at the bottom of the page, 
Brand A _ sales decline slightly, and Brand B sales improve 
slightly. 

Sometime later, about Time ‘‘2’’, Brand A receives sales fig- 
ures (lower diagram) and incorrectly deduces that the new cam- 
paign is not productive. Consequently, at Time ‘‘3’’, Brand A re- 
verts to the original campaign which is assumed (incorrectly) to 
be more efficient. As a result, Brand A total sales decline still 
further. When these sales figures are finally available to Brand 
A at Time ‘‘4’’, this decline is both unexpected and unexplainable. 


CASE HISTORY II. 


At Time ‘‘1’’, in the upper diagram, Brand A changes its ad- 
vertising campaign and Brand B changes its media strategy. Both 
moves are bad. However, since Brand A did not ‘‘hurt itself’’ as 
badly as Brand B, Brand A total sales increase slightly (lower 
diagram). About Time ‘‘2’’, Brand B receives sales data that al- 
low it to correctly deduce that the new media plan is not produc- 
tive. Consequently, at Time ‘‘3’’, Brand B reverts to the original 
media plan. As a result, Brand B total sales recover and actually 
advance on Brand A, Meanwhile, note that at Time ‘‘2’’, Brand A 
will incorrectly infer from sales data that Campaign Y is better 
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Campaign Y 


Brand Campaign X | | Campaign X 
A 


Marketing 


Strategy 
"Value! Price Y 


Brand Price X 


Total 
Sales 
Brand 
B 


Time 


than Campaign X, At Time ‘‘4’’, Brand A will receive total sales 
figures illustrating the current situation. They may correctly 
diagnose the previous cause and effect interplay and revert to 
Campaign X, Chances are, however, that they will incorrectly de- 
duce that Campaign Y has ‘‘played out’’ and move on, for better or 
worse, to Campaign Z. 

Secondly, the Total Sales Approach is often slow. Even as- 
suming no interplay on sales from competitive changes, total sales 
normally respond slowly to change in a single variable. That is 
because every purchase is not influenced by the same variable. If, 
for example, a different media campaign is tried, total sales will 
probably react in a sluggish manner since only a portion of the 
total buyers will even be exposed to either campaign. Only if it 
were possible to observe purchases of those people exposed to 
both campaigns (assuming no other variables changed) could 
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consumer sales be expected to accurately serve as a rapid predic- 
tor of relative campaign efficiency. 

The factor of time is probably more important than we can 
imagine. Have you not had the experience where it has taken six 
months or more to confirm the existence of a down-trend in sales 
of sufficient scope to warrant a substantial strategy change, and 
then suffered through several years of expensive corrective action 
to check and reverse that trend? How much could the correction 
job be reduced by more rapid warning? And, even in shorter 
perspective, the costs of delayed intelligence can be enormous. 
For example, in the television medium a few months delay in 
gaining proper marketing insight may mean big money losses— 
Good availabilities may no longer exist and cancellation options 
may have been passed. So, there are real dangers and defects in 
the Total Sales Approach. You are dependent on deduction to im- 
pute specific causes from total sales movements. These sales 
measures are sometimes not available quickly enough. You get 
hindsight rather than foresight. 
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Bits and Pieces Approach. Since we do recognize the danger in 
the Total Sales Approach, considerable progress has been made in 
measuring the individual pieces that make up the total marketing 
equation. Thus, we have services that measure such ‘‘parts’’ as— 
audience size and composition, and per unit performance of ads 
and commercials. The theory is that if we can improve each in- 
dividual portion of our selling effort, our total sales will surely 
rise. This approach is sound, but can fall short of the desired 
goals, i.e., selecting a strategy which has the most ‘‘sales power.’’ 
Consider, as examples only, these limitations— 


Audience Size and Composition Measurement Systems. 
There are conditions when it pays to match your audience 
profile with your user characteristics. And if two or 
more TV shows survive this composition screening, it is 
certainly logical to give preference to the show witha 
cost/M advantage. Yet the show with the highest cost/M 
may be the most efficient sales tool. Audience size and 
composition figures cannot help you in this area. 


Per Unit Measures of Ads and Commercials. We are, of 
course, active in this field with a Print and a Television 
IMPACT service. And, in most instances, we can show 
that the higher the ad or commercial recall, the higher is 
testimony among non-users that they would like to ‘‘see, 
try or buy’’ the product. In fact, the level of want to ‘‘see 
try or buy’’ rises at a faster rate than the basic recall 
score. Thus, if recall levels can be doubled, chances are 
that the want to ‘‘see, try or buy’’ level will more than 
double. This is a strong supporting argument that high 
recall is a desirable end goal. And yet, on occasion, it 
may backfire. 

Consider the instant milk industry. We have worked 
with two of the major brands in this field. These com- 
panies tell us that more families use instant milk for 
cooking than for drinking, but that more volume is con- 
centrated in the limited number of families using instant 
milk for drinking. We know that a cooking ad on instant 
milk can almost invariably ‘‘beat’’ a drinking ad in recall 
score. And yet, with the known volume situation, the 
higher recall scores for cooking ads surely should not be 
allowed to influence campaign strategy (incidence of 
cooking versus drinking ads). There is no doubt that of 
two drinking ads, the higher-scoring recall ad will 
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more sales. But the value of recall scores cannot be carried over 
to answer an ad or commercial scheduling strategy question. 


Product Use 
Cooking Drinking 


Families Using High Low 

Volume Concentration Low High 

Ad Recall Score High Low 
* * * 


Still another ‘‘Bits and Pieces’’ approach to the problem of 
measuring the sales effect of advertising is to employ the classi- 
cal ‘‘Exposed versus Not-Exposed’’ technique. And, indeed, when 
we first started our own sales effectiveness research five years 
ago, we tried it too. We gather evidence of purchase and testi- 
mony on exposure. We sorted the exposed versus the unexposed. 
We observed the difference in purchase rates between the two 
groups. 

The simplest scheme for presenting the relationship between 
exposure and sales effect is the fourfold table. In this example, 


Didn’t 
Bought Buy Total 
Exposed 500 500 1000 
Not Exposed 200 _800 1000 
Total 700 1300 2000 


the total population (2000 persons) is assumed to split equally be- 
tween those exposed to the ad campaign by the media strategy em- 
ployed and those not exposed. Within the unexposed group 200 per- 
sons bought the product, and within the exposed group 500 persons 
bought the product. Therefore, the ‘‘value’’ of the advertising is 
represented by the difference, or 300 persons, who can be as- 
sumed to have purchased the product because of advertising. If 
this type of analysis is repeated systematically, you have a direct 
relative measure of the sales value of your advertising strategies. 
For example, if in a subsequent time period a different campaign 
is tried in the same media and 350 ‘‘incremental’’ buyers are 
found, the latter campaign has been more productive of sales. 


MEASUREMENT AND ANALYSIS OF INFLUENCES 359 


However, this system is fraught with difficulty. It takes a 
rather arbitrary decision to decide whether a given individual be- 
longs in the exposed or unexposed group. What constitutes ‘‘ex- 
posed’’? Is it seeing any one issue or program from the entire 
stable of media used by the advertiser? Or should we not put 
some reasonable form of frequency minimum on the person’s 
reading or viewing experience before we accept her as ‘‘exposed’’? 

Nevertheless, our experience with the classical approach was 
an invaluable boost along the road to Activation Research. For as 
women testified about their buying (in addition to media exposure), 
we were encouraged by the detail and clarity of their testimony, 
particularly by the manner in which they could link up a given pur- 
chase with specific advertising they had seen. Then, as they say, 
the light dawned. If their testimony linking purchase to advertis- 
ing stimuli were valid, the door was wide open to a relatively sim- 
ple solution to the problem of measuring advertising effectiveness. 
For if we could talk directly to women whose purchases were in- 
fluenced by advertising, that would eliminate the indirectness and 
complexity of comparing exposed versus non-exposed groups. 
Moreover, it began to look like we could also get reliable direct 
testimony on other important purchase stimuli such as price, 
package, product, recommendation, etc. We could certainly take 
great encouragement in the fact that direct testimony had worked 
so well before. Dr. Gallup’s success in developing research tech- 
niques based on direct testimony is well known—newspaper edi- 
torial research, political polling and IMPACT are obvious exam- 
ples. A total of five years developmental work followed to produce 
the product we now know as Activation Research. 


How and Why Activation Works 


At the outset we said, in brief, that Activation data is contin- 
uously collected from a national probability sample of 2500 house- 
wives, every Saturday, by direct interview, with new/switch buy- 
ers of a given brand and by who made that purchase within the last 
seven days. By and large, the advertising community is hard put 
to believe that direct testimony relating advertising to purchasing 
can be gained, At first we were skeptical ourselves. But now our 
challenge is to show you how it can be done, and why the results 
are reasonable. 

What we are trying to do when we ask women how they came to 
buy a product. . .in the sense of ‘‘where did they get the idea to 
buy’’. . .is to get them to recall a specific act on their part. 
This act may have been of minor importance and be temporarily 
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forgotten. We stress ‘‘temporarily’’ because many people are 
prone to define ‘‘forgetting’’ in permanent terms. Thus, we refer 
to the ‘‘Curve of Forgetting’’ or the ‘‘decay’’ of rememberance as 
if learning were a permanent loss once forgotten. Actually, 
nothing could be further from reality. Experimental psychological 
testing as well as medical experiments relate to the truth of the 
position that bits of information either deliberately learned or ex- 
perienced are permanently retained. Some of you may have seen 
the Bell Telephone TV series on Perception. In one program, 
Dr. W. G. Penfield demonstrated how, by electrically probing the 
cortex of the brain, he could cause his patient to blurt out the name 
of a child who sat beside him in second grade, to recall the head- 
line of a paper seen years ago, etc. These experiments indicate 
that in all probability our total learning and experienced acts are 
indelibly imprinted on the mind, to be recalled under proper 
stimulation. 

The main challenge to Activation Research is to bring proper 
stimuli to bear permitting accurate recall of recent buying be- 
havior. In so doing, we attempt to maximize three fundamental 
conditions that psychological investigation of human learning has 
repeatedly demonstrated increases recall. These basic principles 
can be interpreted in terms of their practical application to our 
problem as follows: 


1. Minimize interference from intervening activities. 

2. Reconstruct the learning situation. 

3. Follow a logical line-of-questioning that will main- 
tain motivation to recall by making clear the kind of 
information you want. 

We think it will serve a useful purpose to briefly describe how 
these principles are followed in our interview. In that manner, we 
would hope to illustrate the rational nature of the information de- 
veloped. 

Minimize Interference from Intervening Activities. This prin- 
ciple goes by the fancy name of ‘‘retroactive inhibition’’. It sim- 
ply means that the more intervening activities—particularly those 
of a similar nature—that are allowed to exist between the item to 
be recalled and the time of recall, the poorer will be remembrance 
of the original act. This condition has a lot to do with ‘‘time,’’ 
simply because the longer the time span, the more chance for in- 
tervening activities of a similar nature. But it is not absolutely 
dependent upon the passage of time. Thus, if you were golfing in 
1939, a storm came up, you took shelter under a tree, and that 
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tree were split in half by lightning, chances are you would vividly 
recall that experience today. There simply wouldn’t be many in- 
tervening activities of a similar nature unless you were an in- 
veterate golfer prone to extremely bad luck. In questioning women 
about their shopping experiences, the passage of any considerable 
time would afford an opportunity for similar intervening activities 
to occur. Consequently, in Activation Research we now limit our 
investigation to last week’s purchases and conduct the interview on 
Saturday. By interviewing on Saturday we limit recall for the 
great majority of our respondents to 48 hours (Thursday or Friday 
shoppers). In addition, it permits us to easily obtain proper rep- 
resentation of housewives who work during the week. 

Reconstruct the learning situation. Recall is enhanced if the 
circumstances under which the learning occurred are reproduced. 
In Activation Research we attempt to fulfill this objective by re- 
constructing the actual purchase situation. For once identity of 
brands recently purchased in clearly recalled, influences on those 
purchases are readily accessible within the new/switch group 
which serves as our base for analysis purposes. Such questions 
as follows are asked to put the housewife back into the store last 
week and to, therefore, ease her job of remembering last week’s 
purchases— 


¢ On what day did you do most of your grocery shopping 
last week? 

e What store did you shop in that day? 

e What time of day was it? 

e Did you make out a shopping list before you went? 

e How much was your total bill that day? 

These warm-up questions serve to ‘‘set the stage’’ and encourage 

easy recall of specific products purchased last week. Each re- 

spondent is then queried on her last week’s purchases within 30 

product groups. For those product groups in which a purchase 


was made last week. . .averagely about 10 product groups re- 
main. . .two additional questions are asked— 


e¢ About how many weeks ago did you last buy (product 
group)? 


e What brand did you buy at that time? 


e 
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Obtaining this information may require the respondent to go back 
in time a considerable distance. However, the absence of similar 
intervening activities (i.e., we are after the two most recent suc- 
cessive purchases) has not made this a difficult task. In fact, our 
‘‘Don’t Remembers” for the average brand tested is less than five 
per cent of total purchases. 

Follow a logical line-of-questioning that will maintain motiva- 
tion to recall by making clear the kind of information you want. 
The psychologist calls this maintaining ‘‘set’’. . .in part, avoid- 
ance of questions that detract or misdirect attention due to irrele- 
vancy. In our research, ‘‘set’’ is maintained by limiting Activation 
questioning to those occasions where a new/switch purchase oc- 
curred. In these instances, we should logically expect the influ- 
ence to be more readily recalled. We do not ask our questions 
about purchase influence of the repeat buyer because these loyal 
customers are, for one reason or another, satisfied with their 
previous brand usage. Such a rationale does not presume that ad-~ 
vertising has no effect in maintaining loyalty. . .it does acknowl- 
edge that Activation Research cannot as easily measure that type 
of reaction. 

The specific questions asked only of new/switch buyers to gain 
Activation testimony follow— 


e purchases— 


Why didn’t you buy (the previous brand) again 
last week when you bought (the product group)? 


 ‘*Switch’’ and ‘‘New’’ purchases— 


Where did you get the idea to buy (the current 
brand) last week? 


If the above questioning elicits answers relative to price, sale, 
coupon, package, recipe, premium, contest or product quality, an 
additional probe is asked in an effort to channel recall of purchase 
influences into advertising causes wherever appropriate— 


Where did you learn about that? 


If some form of advertising is mentioned as a result of this semi- 
directed approach, we ask— 


e When was it that this advertisement gave you the idea for 
buying (the current brand)? 


Where did you see this advertisement? 


* * 
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We have now discussed ‘‘how’’ Activation testimony is obtained 
and the manner in which our questioning technique deliberately 
tries to meet the classical requirements for remembering. But 
how about ‘‘proof’’. . . what evidence exists relative to the validity 
of the measure? There is no easy answer to this question. . .we 
cannot prove in an unqualified manner that the measure is totally 
valid. We are somewhat in the dilemma of the physical scientists 
who can demonstrate that light passes through glass and define 
this phenomena as ‘‘transparency,’’ but cannot really describe 
why light waves can pass through a solid. Certainly ‘‘because it’s 
transparent’’ is no answer. . .that’s ring-around-the-rosie. We 
can demonstrate that logically we are on solid ground and that the 
information developed agrees with other known facts, but we will 
be extremely hard pressed to ever ‘‘prove’’ that we are truly 
measuring an impression in the mind. However, we can, by indi- 
rect proof, testify to the validity of Activation Research. This 
evidence is presented in the form of answers to two broad chal- 
lenges which have often, and justifiably, been asked of Activation 
Research. 

Challenge #1: Is it not risky to base advertising decisions on 
this ‘‘activated’’ group? I assume they are a small part of the 
total population. What if they are so ‘‘unusual’’ that their answers 
are without value? Our answer would be that although ad-activated 
new/switch buyers of a given product are a small portion of the 
total population (as are purchasers of a given product) ad-Activa- 
tors on an all-product family basis represent, at any one time, a 
large segment of the total population. . .and they are very much 
alike the total population in most characteristics. 

First off, it is important to realize that brand switching is a 
very common occurrence. We have found that within the 30 to 40 
product groups with which we have been working, averagely one 
purchase out of four constitutes a ‘‘switch.’’ This is not to say 
that in one out of four homes we find a housewife who is a prolific 
switcher, although certainly some people are more prone to switch 
than others. It is to say, however, that most people switch brands 
quite frequently. . .and averagely it occurs in one out of four 
purchases. Once we have isolated new/switch purchasers, we 
find that approximately 30 per cent credit some form of advertis- 
ing. As with switching, we find that ‘‘switching’’ due to advertis- 
ing is spread fairly evenly across the board. Thus, when we inter- 
view a housewife about 30 product groups, we expect to find 


. . She made a purchase within 10 groups last week, 
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. 2-3 purchases will have involved a brand ‘‘switch’’ 
(or ‘‘first-time’’ purchase), and 


. in every second household we will have a good 
chance of finding at least one advertising-activated 
purchase. 


Because ad-activators are so ‘‘common’’ we do not find any 
major differences between their identity and that of the rest of the 
population. For example, we have compared switch versus repeat 
buyers and ad-activated switch versus non-ad-activated switch 
buyers for many demographic and qualitative criteria. 


Product Group 
Buyers 


Advertising 
Activated 


Qualitative Criteria 


Demographic Criteria Last Week’s Shopping— 
Family Size Time Spent in Store 
Age of Housew.fe Total Bill 
Education of Housewife Before Shopping, Looked at Guide 
Family Income Before Shopping, Made out List 
Home Ownership Used Coupons 
Region Items Bought on Impulse 
Sine Housewife Rates Herself on— 
Degree of Activity in Community 
Affairs 


Potential Community Leadership 


YUM 
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<—»> Non-Ad 
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Complete results will not be shown here as only minor differences 
exist between the four groups. However, within the criteria show- 
ing most change, finding implications agree with our understanding 
of how advertising is expected to work— 


Switch Buyers 


Switch Repeat Ad Non-Ad 
Buyers Buyers Activated Activated 
(%) (%) (%) (%) 
Before Shopping Looked 
at Guide... 
Yes 58 51 67 55 
No 41 48 33 44 
Total 100 100 100 100 
Number of Items Bought 
‘‘On Impulse’’. . . 
0 29 37 26 30 
1 30 30 27 32 
2 19 16 24 17 
3 or more 18 12 21 16 
No Answer _5 
Total 100 100 100 100 
Turned in Coupons... 
Yes 23 16 29 20 
No 76 84 71 79 
No Answer _1 
Total 100 100 100 100 


*Less than 0.5% 


Challenge #2: How do you know such a recall system won’t 
favor one medium over another. . .particularly TV? In our early 
development of Activation, we limited our inquiry to one medium, 
television, because we shared this fear. At that time, we asked 
the crude, direct question, ‘‘What products have you bought in the 
last eight weeks as a direct result of seeing them advertised on 
television?’’ This question was asked under both unaided and aided 
recall conditions (a product group card was finally given the re- 
spondent to remind her of certain product groups of particular 
interest). Therefore, the average home named four different prod- 
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ucts since there was no limit on the total number of products con- 
sidered. Our clients asked us at the time, ‘‘How do you know that 
TV commercials don’t just ‘trigger’ sales which have been ‘set- 
up’ by other media? Therefore, if I increase my print advertising, 
my TV sales index would also climb. If that happens, your TV 
measure is more a reflection of my fotal strategy than of my TV 
efforts (which you purport to measure.)’’ We couldn’t find any 
clients willing to experiment with their national print budgets to 
check out this possibility. We did do the next best thing by way of 
indirect check. 

A sample of 1000 housewives was divided on the basis of their 
last-issue readership of five women’s service magazines— 


Ladies’ Home Journal 

Good Housekeeping 

Better Homes and Gardens 

McCall’s 

Woman’s Home Companion (now defunct) 


The average number of products purchased as a result of seeing 
them advertised on TV was then computed for each group. Re- 
sults clearly indicated that TV purchase attributions were not be- 
ing set up by magazines. 


Total TV Average 
Number of Product Purchases 
Women Purchases Per Home 
Last Issue Exposure 

Read none of 5 598 2341 3.9 
Read any lof 5 « 225 855 3.8 
Read any 2 of 5 107 399 3.7 
Read any 3 of 5 45 174 3.9 
Read any 4 of 5 iy 67 3.9 
Read all 5 of 5 8 32 4.0 
Total 1000 3868 3.9 


Experiments such as the above, plus repeated respondent testi- 
mony to the effect that. . . ‘‘I wish you had asked me about maga- 
zines (or newspapers, etc.) too’’. . . encouraged us to expand our 
questioning technique into our current Activation Research which 
is sensitive to advertising attributions from all media. The cur- 
rent Activation Research technique does not seem to give one 
medium an advantage over another. Obviously, we have found and 
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would expect to find large differences in media effectiveness by 
specific product. However, when a large number of brands in dif- 
ferent product groups are added together to ‘‘wash out’’ individual 
brand strategy effect, we do not find a serious difference between 
share of monies expended in given media and the share of total 
advertising credits attributable to the same media. In effect, 
speaking of advertising in general, you get about what you pay for, 
if Activation Research findings are valid. 

For example, if we compare TV and magazine expenditures 
versus advertising Activation for 13 product categories, neither 
medium has a decided advantage. 


PRODUCT GROUPS INVOLVED 


Solid Shortening Waxed Paper Toothpaste 

Liquid Shortening Paper Napkins Powdered Detergents 
Evaporated Milk Shampoo Liquid Detergents 
Instant Milk Lipstick Toilet Tissue 


Instant Coffee 


These Activation data are based on 500 interviews per month, ob- 
tained for varying time periods for each of the above product 
groups within the period August, 1958 to October, 1959. Magazines 
and television were compared simply because cost data are 
readily available on a monthly basis for these media through PIB, 
LNA/BAR, and Rorabaugh so that budget expenditures can be 
computed for time periods coinciding with Activation field work. 
(Spot TV expenditures have been estimated in some cases where 
volume was known to be high, omitted from the totals in other 
cases, making our cost estimates for TV lower than they should 
be.) For these groups, we find the following: 


TV Magazines Total 

Ad Budget ($) $52,700,000 $11,000,000 $63,700,000 
(%) 83% 17% 100% 
Ad Activation (#) 941 208 1149 
(New/Switch Purchases) (%) 82% 18% 100% 


As might be expected, there is a variation by product group. 


Product Group TV Magazines Total 
A Ad Budget 81% 19% 100% 

Ad Activation 78% 22% 100% 

B Ad Budget 67% 33% 100% 


Ad Activation 71% 29% 100% 
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How Activation Research Is Used 


In the past, Activation Research has been used primarily on a 
‘fone-shot’’ custom-research basis. For example, a manufacturer 
may be faced with the problem of evaluating a change in campaign 
strategy or media alignment. Activation Research surveys are 
made on both sides of the change to measure which effort is most 
productive of sales. Following is an example in illustration, Al- 
though the example is based on a problem which does parallel an 
actual occurrence, results have been completely altered to mask 
the true findings. At a certain time this manufacturer made an 
abrupt change in media strategy. . .the relative budget weight 
given the media (and the brand in total) in identical periods of 
time before and after the switch is shown below: 


Time Period I Time Period II 


38 


Thus, media ‘‘C’’ were substituted on a direct dollar-for- 
dollar basis for media ‘‘A’’; the budget for media ‘‘B’’ was vir- 
tually doubled and the balance of the media strategy remained un- 
changed. The total budget increased 26 per cent. All other 
variables remained constant. The brand continued to use the 
same basic advertising campaign and, as subsequent investigation 
revealed, the competitive brands made no substantial changes in 
media strategy, budget expenditure, advertising campaigns, etc. 


| 
All Other 
Media 24 
All Other een 
24 Media 
= Media 
64 
Media 
Media Media 
38 ssa”? 38 
100 126 
XUM 


MEASUREMENT AND ANALYSIS OF INFLUENCES 369 


A series of Activation measures were run in both the ‘‘pre’’ 
and ‘‘post’’ periods. Initial returns indicated that the new media 
strategy was not working as hard as it should. The total number 
of buyers purchasing as a result of advertising remained the same. 
This occurred despite a 26 per cent increase in ad budget anda 
15 per cent seasonal increase in buyers of the product. Two bas- 
ic ‘‘why’’ theories were most probable. . .either the new media 
(‘‘C’’) were ineffective or the major increase in media ‘‘B’’ budget 
expenditure was grossly inefficient—or a combination of both. In- 
spection of individual media efficiency quickly indicated that media 
‘Cc’? were to blame entirely. . .the increased expenditure for 
media ‘‘B’’ actually more than paid its way. 


Period I Period II 
Efficiency Efficiency 
Ad Ad Index Ad Ad Index 
Budget Act. (Act/ Budget Act. (Act/ 
Media Index Index Budget) Media Index Index Budget) 

A 38 38 1.0 € 38 15 4 
B 38 38 1.0 B 64 70 1.1 
Other 24 24 1.0 Other 24 24 1.0 
Total 100 100 1.0 Total 126 109 8 


Use of Activation Research on an occasional custom-research 
basis as described above does, of course, preclude continuous 
watch on competitive brands. And, if there are more than two 
brands competing in a market, chances are that more things are 
being done ‘“‘to you’’ than you are doing to the market. Under 
those conditions, the job seems to become one of quickly identify- 
ing those few competitive efforts which will work to your ultimate 
disadvantage. A continuing Activation Research program is ideally 
suited to meet this need. Constant trend analysis of the manner in 
which the various purchase influences affect brand sales can pro- 
vide a sensitive measure of the effectiveness of competitive activi- 
ties. We believe this is particularly relevant among the new/ 
switch group. For example, it is not enough to know that a com- 
petitive brand is gaining an increasing number of its customers 
from you if there are several plausible explanations. What is 
needed is the ‘‘why’’ answer, so that effective counter-measures 
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can be instigated. Assume a competitive brand has changed its 
advertising campaign and has invested heavily in a new medium. 
The total strategy is effective and an increasing number of your 
customers are siphoned off by the competitive brand. If the new 
advertising campaign is responsible, you have a “‘creative’’ fight 
on your hands; if the new medium is responsible you have a media 
strategy (and possibly a ‘‘budget’’) problem to contend with. Anal- 
ysis of your costomers crossing over to the competitive brand will 
furnish the answer. If the upsurge is constant in all media, the 
new competitive advertising campaign is responsible; if the addi- 
tional losses are concentrated in the new media, that purchase in- 
fluence ‘‘source’’ is responsible. This type of intelligence can 
help you decide in which area your marketing efforts should be 
directed to effective turn back the competitive gains. 

In addition to furnishing valuable insight into competitive activ- 
ities, a continuing Activation Research program can be delivered 
at substantially the same cost as a short custom-research project, 
provided a number of clients are active in the continuing service. 
Unless several companies, by chance, coincide in their need for 
custom research, one company ends up underwriting the costs of 
the entire sample worked. In actual practice the high costs faced 
may necessitate compromises in research design which, all too 
often, result in use of samples too small for adequate stability. To 
eliminate that unnecessary risk, our organization is presently 
developing a sales plan which will permit a continuing-audit Acti- 
vation Research system to be placed into immediate operational 
status. 


Current Developments . 


The ‘‘continuing-audit’? measurement system we have been 
describing is not currently operational. We are presently con- 
tacting a dozen or so major national distributors of ‘‘small ticket’’ 
food and drug items to determine if industry interest in the tech- 
nique is such that the massive samples previously referred to can 
be successfully underwritten, If basic underwriters can be found, 
Gallup & Robinson is planning to conduct the necessary research 
and analysis on a ‘‘no-profit’’ basis for a one-year trial period. 
At the end of that time, industry will be able to make its own 
practical evaluation of Activation Research. 
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37. MEASURING MARKET VALUES 
OF MEDIA 


Curtis C, Rogers* 


| i sure you are familiar with the old story about a father whose 
son asks him a series of questions. Unfortunately, the father 
doesn’t know the answers. After awhile the son says, ‘‘Dad, I hope 
you don’t mind that I ask you all these questions.’’ And the father 
replies, ‘Of course not, my boy. How else are you going to learn 
anything?’? Sometimes researchers find themselves in the same 
position as this father. They are unable to supply the desired an- 
swers, This has been particularly true in media research when 
the questions went beyond the standard measurements of circula- 
tion, readership, and audience characteristics. 

Now, however, a new technique has been developed which pro- 
vides accurate, meaningful answers to some of the most difficult 
questions posed by advertisers. As a result, media selection can 
be far more efficient and productive. Decisions about which mag- 
azine to use—or which supplement, of which TV program—can be 
based on tremendously important facts which have never before 
been available. I would like to describe this technique to you. 

First, though, let’s cover some background considerations. 
Every product has its own unique pattern of market concentration. 
A relatively small group of families accounts fora relatively large 
share of the product’s sales volume. For example, 16 per cent of 
U. S. households purchase 64 per cent of all the flour sold. In the 
case of frozen juices, we find that 15 per cent of the families ac- 
count for 63 per cent of the total sales. In shampoo, 9 per cent of 
the people buy 50 per cent of the product. The same is true for 
other items—detergents, furniture polishes, aluminum foil, and so 
on. Even in dentifrices, 13 per cent of the households purchase 
almost half the volume. The point is that people are not equal to 
sales. Every product has its light buyers, medium buyers, and 
heavy buyers. This last group, the heavy buyers, is of course the 
most important segment of the market because it accounts for such 
a disproportionately large volume. 


*Curtis C. Rogers, President, Consumer Panel Division, Market Research 
Corporation of America. 
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The fact that markets tend to concentrate is not new infor- 
mation. It has been known for a long time and accepted as a 
fundamental phenomenon in marketing. Consumer goods manu- 
facturers regularly gear their promotional activity to reach as 
many of the heavy buyers as possible. 

The same pattern of market concentration which exists for 
products is also found in media. A relatively small proportion of 
total households accounts for a disproportionate share of expo- 
sures to a medium. This is true whether we look at media in 
broad terms of magazines, television, supplements, and radio... 
or whether we look at individual magazines such as Reader’s Di- 
gest and specific TV broadcasts such as the Ed Sullivan Show. 
Always a fairly small number accounts for a disproportionate 
share of the exposures. Here are the exact statistics: 37 per cent 
of all magazine households account for 75 per cent of all magazine 
issue exposures, and 40 per cent of all families account for 75 
per cent of all evening telecast exposures. Advertisers thus have 
to contend with the fundamental phenomenon of market concen- 
tration in two different forms. First, in order to increase sales 
they have to reach the heavy buyers of their product. Second, in 
order to get the greatest value for their advertising outlay they 
have to pick media to which the heavy buyers are heavily exposed. 

This is something that’s easier said than done. To builda 
schedule which meets the twin objective of reaching the greatest 
number of the heaviest buyers with maximum impact calls for a 
lot of information. And that information just hasn’t been available. 
True, there have been bits and pieces. Descriptions of the heavy- 
buying households have been obtained through consumer panel re- 
search, There have also been exceptionally detailed breakdowns 
of media circulation, some of which have gone so far as to give the 
per cent of readers or viewers who buy various products. But 
this has not answered the problem posed by the double phenomenon 
of market concentration in both products and media. It’s not enough 
to know how many readers of a magazine buy cake mix, for ex- 
ample, unless you also know how much these readers buy. You 
have to know whether the readers are heavy buyers or light buy- 
ers—because heavy buyers purchase nine times as much cake 
mix. And then you want to know how frequently the heavy buyers 
in a magazine’s audience will be exposed to your advertisement. 
If the handful of recipients who account for most of the publica- 
tion’s exposures closely matches the handful of families who ac- 
count for most of the sales of your product, then your advertising 
dollars are really working hard. But if the heavy buyers are light 
readers, and light buyers are the heavy readers, you’re not making 
the right connections. 
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Until now, the problem of picking the medium with the great- 
est sales potential for your product—to say nothing of the greater 
problem of picking the combination of media which will deliver 
the maximum net buying power—has required highly educated 
guesswork. Skilled media men have juggled the bits and pieces 
of available data and come up with selections which they thought 
would be most productive. Most of the time, no doubt, these se- 
lections have been very good. But were they the best possible 
selections for the particular product to be advertised? No one 
could ever be entirely sure. One reason why no one could be 
entirely sure is that the same publications or broadcasts deliver 
different values to different products. Take the Saturday Evening 
Post, for instance. There are some products for which the Post 
is a sensational buy, because its audience buys far more than 
average amounts of those products. Then there are other items 
for which the Post is a less desirable buy. But now I’m getting 
ahead of my story. 

I am to tell you about the most recent progress in media re- 
search. As I mentioned at the beginning, researchers have been 
unable to answer certain questions although the need for the in- 
formation has been getting more and more urgent. The reason 
is that a key link between consumer purchases and media exposure 
has been missing. We did not know for sure how much money was 
spent for an advertiser’s product by the audience of a given 
magazine, supplement, or television show. Now this information 
is available! In addition, advertisers can now plan their programs 
with more knowledge of the actual reading and viewing patterns of 
American households. They can consider data on media exposure 
side by side with comparable data on buying activity. 

The information comes direct from the home. To be specific, 
it comes from MRCA’s National Consumer Panel. As many of you 
know, the National Consumer Panel is used by more than 50 com- 
panies in the food, drug, and household products industries. 
Families in the Panel make a weekly report, telling what they 
bought, where they bought it, how much they paid, and other details 
important to marketing men. All this information is fed into 
computers. It gives us, in effect, a continuing motion picture of 
the purchasing behavior of the American people. Last fall, 5,800 
Panel families also began to report receivership and reading of 
magazines and newspaper supplements and viewing of daytime and 
evening TV. These facts have been spliced into the continuing 
records. As a result, we now have the link between purchasing 
activity and media exposure which is needed to answer advertisers’ 
questions. 
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We have known all along who were the heavy buyers of coffee, 
soup, shirts, sheets, phonograph records, and so on. We have 
been able to define the families who were easily switched from 
brand to brand by price promotions, We have known the marketing 
opportunities and vulnerabilities of manufacturers, in terms of 
consumer purchasing patterns. Now we can relate this great body 
of information to receivership of print and broadcast media. A 
big gray area of guesswork is thus opened up to clear study. This 
doesn’t mean that the need for judgment has been eliminated. But 
judgment can now be applied in the light of additional facts! As- 
sumptions which had to be made in the absence of reliable infor- 
mation are no longer necessary. Some of these assumptions, it 
is easy to see, were less than perfect. For example, it has often 
been assumed that media audiences with similar characteristics 
would tend to have similar purchasing patterns. That was far 
from unreasonable. After all, if two magazines have approximately 
equal circulation, with like regional circulation breakdowns and 
matching audiences in demographic terms, it would appear that 
they should deliver approximately the same value to an advertiser. 
But we now realize that this just isn’t always true. 

Here is an illustration. Life and the Saturday Evening Post 
are often considered as alternatives. Yet for a baking mix manu- 
facturer one of these magazines delivers 8 per cent more heavy 
buyers than the other. Even more significant, the recipients of 
the magazine which reaches 8 per cent more heavy buyers of 
baking mixes actually purchase 13-1/2 per cent more baking 
mixes in the course of a year. That’s a lot of cases of baking 
mix. . .and quite a spread in value between two major magazines 
which look alike from the outside. 

Here’s another example, based on a comparison of McCall’s 
and Ladies’ Home Journal. For most advertisers, the choice be- 
tween these two highly competitive women’s service books is a 
toss-up. However, we know now that one of them is a better buy 
than the other if you’re selling orange concentrate. . .and that the 
reverse is true if you’re selling all purpose cleaners, 

Suppose you are a laundry rinse manufacturer wondering which 
of four daytime TV programs will give you the best audience in 
terms of actual purchasing of your product by the people tuned in. 
You’ll be interested that the index of laundry rinse expenditures 
by households exposed to each program reads like this: 121... 
150. . .234. . .68, with the U.S. total at 100. I could continue to 
list similar examples where media which look alike from the 
standpoint of circulation, ratings, cost-per-thousand circulation, 
and other familiar measurements actually differ significantly in 
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what they offer different advertisers. When we remember the 
phenomenon of market concentration, the reason for discrepancies 
is easy to appreciate. But until now it has been impossible to pin 
down the specific product strengths and weaknesses of individual 
media. 

Now that we know the sales potential which a magazine, sup- 
plement, or TV show offers to the advertiser of a given product, 
it?s a simple matter to construct a new, much more meaningful 
yardstick for measuring the relative value of various media ve- 
hicles. This new yardstick is related to that old standby, cost-per 
-thousand circulation, which tells you how much it costs to reach 
1,000 people with a given media vehicle. The difference is that 
the new yardstick tells you how much it cost to reach $1,000 of 
sales potential for your product with a given media vehicle. 

Let me explain how this yardstick is constructed. From the 
National Consumer Panel we determine how many households are 
exposed to the media vehicle in question. Then we ascertain the 
depth of the households’ exposure to the media vehicle by finding 
how many issues or broadcasts are looked at during a specific 
time span. Then we learn how much the households spend for 
the product. With just a little bit of simple arithmetic, we get 
what we call the HEP Figure. We call it the HEP Figure because 
it is derived from Households (which starts withan H). . .Exposure 
(which starts with an E), . .and Purchases (which starts with a P). 
This HEP Figure represents the sales potential delivered to an 
advertiser by the media vehicle he is studying. When the HEP 
Figure is divided into the cost of the proposed advertisement, one 
stroke of the pencil tells you the cost of reaching $1,000 of sales 
potential for your product with that media vehicle. 

If you were to try this new yardstick next time you want to 
compare the various similar-looking media vehicles under consi- 
deration by your company, I think you would be very surprised at 
the differences that show up. We applied the cost-per-$1,000 of 
sales potential yardstick to a group of magazines. For a popular 
household product, the best buy was publication #3 with a cost of 
$1.15 per $1,000 of sales potential. But for a baking product, the 
best buy was #5, with a cost of 20¢. In this instance, the cost for 
#3 was 55¢. For a third product, a toilet article, it turned out 
that publication #4 offered $1,000 of sales potential at the lowest 
cost to the advertiser. The magazines which had been best for the 
household and baking items were less attractive for the toilet 
article. Thus advertisers now have a really penetrating tool for 
finding the value inherent in different media vehicles for specific 
products. As we have seen, the value varies from product to 
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product. By comparison, the value indicated by the old method of 
determining cost-per-thousand circulation is always the same—no 
matter what product is advertised in the publication. 

Besides making it possible to differentiate among similar 
looking periodicals and apparently comparable broadcasts, the new 
yardstick has another great function. For the first time it enables 
advertisers to compare print and broadcast media on a common 
basis. This basis, of course, is the cost of reaching $1,000 of 
sales potential with amy given media vehicle. Furthermore, the 
HEP Figure, and the resulting new cost-per-thousand measure~ 
ment, open the way for far greater precision in building adverti- 
sing schedules. Consider this fairly typical problem: You want to 
select a combination of magazines and/or supplements and/or 
television programs which will give you the heaviest-buying 
audience your budget will permit—at the most economical cost 
-per-thousand dollars of sales potential. With the information now 
available, you can determine the proper ‘‘campaign mix’’ very 
easily. MRCA’s figures show the expenditures for your product 
by the various media vehicles under consideration. In addition, 
they show duplication of exposure by households. Consequently, 
you can build a schedule that gives you the greatest unduplicated 
amount of buying activity. Suppose you are thinking of adding a 
publication or TV show to your present schedule. With the new 
data on product purchasing and duplication of exposure, it’s no 
problem at all to determine which media vehicle will best ‘‘fill 
out’’ your schedule. 

With limited space, I can only sketch out the highlights of the 
new opportunities which now exist for sharper, more pinpointed 
media selection. For example, you can now know the marketing 
characteristics, as well as the demographic characteristics, of a 
media vehicle’s audience. By marketing characteristics I mean 
such things as private label buying, loyalty to specific chain 
stores, tendency to snap at certain types of promotion, multi- 
package buying, and the like. Therefore, if private brands are a 
matter of concern for your product, you can now know the extent 
to which private label buyers are represented in the audience of 
media which you may use. In other words, you can gear your 
media selections to meet specific marketing problems or objec- 
tives. For instance, if your aim is to broaden the market, you can 
pick out media which have the largest number of non-buyers or 
light buyers of your product. 

I have been making some pretty broad claims. You may 
wonder how we can be so confident. Well behind this new media 
evaluation service lies almost 20 years’ experience in operating 
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consumer panels. Over this period, MRCA has done considerable 
work in the media field. Even before World War II, we conducted 
pioneering research for the Broadcast Advertising Bureau. Later 
we provided information to the Bureau of Advertising of the Ameri- 
can Newspaper Publishers Association. As for the concepts and 
techniques employed in this newest undertaking, they were com- 
pletely tested and proved last year when we produced the big media 
study of 1959 for the Magazine Advertising Bureau. I’m certainly 
not suggesting that all problems of media selection can now be 
solved by pushing a button. Individual considerations will be as 
necessary as ever in making final decisions. But with the ad- 
ditional information, marketing executives will be able to subsitute 
skill in applying the data for skill in making guesses. 

The over-all level of marketing competence has reached a 
point where it is very hard to out-perform competitors by a wide 
margin. Superiority today depends on getting a slight edge and 
making the most of it. We believe that the extra knowledge which 
can now be had about media can be translated by men of talent and 
ability into small, but nevertheless significant, advantages in ad- 
vertising effectiveness. Perhaps the progress made in providing 
an ‘‘inside look’’ at outwardly similar media can best be summed 
up this way: It is now somewhat easier to match your advertising 
effort to the market potential and to spend your advertising dollars 
in a way that will yield maximum results. 
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38. EFFECTIVE SALES COMMUNICATIONS: 
A FRESH LOOK AT THE PROBLEM 


Darrell B. Lucas* 


HERE are two basic considerations which should guide all 

sales communications. First is the obvious fact that practical- 
ly all advertising and promotional messages are intended to facili- 
tate the process of selling. Second, and much more often over- 
looked, is the fundamental principle that sales communications 
must have more immediate and specific objectives, clearly in the 
mind of the writer, if they are to be highly effective. Still another 
consideration, perhaps as basic, is the fact that the national ad- 
vertiser today is still unable to trace the sales influence of most 
national advertising efforts. Therefore, he cannot be guided from 
day-to-day, or even from season-to-season, by the evidence of his 
failures and successes. 

The old notion that gifted writers could be taught the art of ad- 
vertising by telling them to keep the sales objective in mind is 
largely historical. The pot at the end of the rainbow proved a very 
poor guide; the fact that he never knew when he had reached it 
merely added to his frustration. All good modern sales messages 
are designed for far more specific objectives; objectives which 
are more immediate and whose achievement can more readily be 
observed. Yet, today as always, there is a great deal of creative 
effort blunted and diffused by the lack of any clear statement of 
what specific messages are supposed to achieve. Both agency and 
client share the responsibility; first, for unwillingness to reveal 
openly and frankly the total marketing situation; and second, for 
insufficient effort to carry communications right through those 
who actually create the advertising copy. 

Failure to get from the general to the specific is clearly evi- 
dent in the areas which I am to discuss. This same generalized 
approach is reflected in such broad and fallacious statements as 
these: 


1. Video impressions are superior to auditory. 


*Darrell B. Lucas, Chairman, Department of Marketing, New York University. 
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2. Positive appeals are superior to negative. 

3. Color in advertising always pays. 

4. Small units of space and time will produce more sales 
than the same money in large units. 


It is not our purpose here to try to disprove these common say- 
ings. The fact that we still have voice on television, that Bufferin 
is still trying to cure horrible headaches, that a quarter of Life’s 
ads are still black, and that consumer ads run mostly in full- 
pages, is enough to refute such notions. Our trouble is not just 
that such generalizations are wrong; our trouble is the fact that 
generalized thinking is still so prevalent in abusiness where every 
sales message is specific and where the objectives should be spe- 
cific as well. 

Now, lest those of us in the research fraternity think the fault 
is all with the managers of sales communications, let me hasten 
to say that many of our shortcomings can be laid to the inadequacy 
and misuse of our tenuous test devices. We do a great deal of 
testing and research, using all sorts of hastily devised and un- 
proved techniques, and then expect management to be convinced, 
and henceforth to allow us to tell them how to approach their 
communications for advertising problems. We test something 
specific, and then refer to our result as a generalized or total 
evaluation. Yet, we expect management to apply itself to the spe- 
cifics of the advertising situation, and assure them that good over- 
all results will follow. 

As we attempt to take a new look at the problems of effective 
sales communication today, it may be a good time to take a nega- 
tive look at the past. Here are several negative statements which 
I have heard responsible research people and research users say, 
mostly in very recent weeks: 


1. One said that nothing really new or basic has been 
added to copy testing in twenty years. 

2. Another said that he is convinced that operations re- 
search will contribute nothing to advertising evalua- 
tion. 

3. Another said that motivation research has now been 
thoroughly discredited. 

4, Another claims that recall research, or impact, bears 
no relation to brand preference changes. 

5. Nearly everyone discounts evidence of product use in 
relation to advertising exposure. 

6. Some say that Gallup-Robinson activation research ob- 
viously does not measure magazine advertising influ- 
ence, 
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7. Only a few say that no one has validated any of our 
copy testing methods. 


The only statement I agree with fully is the last one. So long as 
we have no acceptable procedure for measuring the sales influence 
of most of our communications, obviously we are not in a position 
to validate any test device which is supposed tq predict sales ef- 
fect. We cannot even validate after the fact, much less in a pre- 
dictive situation. 

All of this tends to raise doubts, but they are only doubts as to 
whether we have reached the end of the trail. I feel sure we have 
made progress, but the progress has been slow. One evidence of 
the slowness of our progress is the fact that those who have been 
on the scene are beginning to see abandoned techniques come 
around for the second and third time. It is at least twenty-five 
years since we completed our first experiments with the psycho- 
galvonometer at New York University and concluded that the re- 
liability was very low and that interpretation was next to impos- 
sible. Since then, that gadget has made the rounds at least four 
times, yet each new promoter tells his story as if it is a brand 
new discovery. I don’t get the feeling that each new appearance of 
the ‘‘lie detector’’ has added much, if anything, to its possibilities. 

Despite the criticisms of copy testing—and even the throwing 
up of hands—there can be little argument about such applications 
as these: 


1. The use of recognition tests, with proper allowance 
for controls, to determine whether people see or no- 
tice advertising or sales messages in the first place. 
The use of recall or playback to determine whether 
people picked up the intended sales points from the 
message—without which there can be no sales. 

. The use of a variety of comprehension tests to see 
whether the specific sales impressions have been 
properly understood provided, of course, the adver- 
tiser knows exactly what are the objectives of the par- 
ticular advertising message. 


Most of our newer techniques require scaling or interpretation, 
in order to reach conclusions or recommendations. Scaling, which 
involves weights, and subjective interpretations as applied in con- 
tent analysis and motivation research, lead us into areas where 
the hazards are greater. Nevertheless, these techniques and 
others, such as operations research procedures, represent new 
tools which can be used advantageously. It is only when they fall 
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into the hands of the unskilled or the overly optimistic or the 
eternal promoter that their usefulness is impaired or nullified. 

I think we can gain a good deal by reviewing our perspective 
for the future. We know that effective sales communications are 
hard to create and that they are also hard to evaluate. Accurate 
measures would help the creative people enormously. Until some- 
one comes up with an accurate sales yardstick, we should make 
every effort to improve and expand our piecemeal measures, and 
to use them intelligently. There have been many additions to our 
specialized research tools, and progress is likely to continue in 
this area. Nobody expects us suddenly to eliminate the need for 
judgment in this business. So long as we can keep narrowing the 
gap a little, our efforts are worth while. 


Cyrus C, Young* 


Some years ago the phrase sales communication would have 
been used primarily to describe what a salesman did when making 
a call on prospects or to describe the duties of a manufacturer’s 
representative. The distribution process was then a much simpler 
thing. Manufacturers dealt with wholesalers; wholesalers with 
retailers; and retailers with consumers. Advertising was then a 
lesser activity in which the retailer played a larger part than he 
does today and advertisements took more of the nature of an- 
nouncements than of the persuasive force they are now—or are 
supposed to be. In recent years, there has been a dramatic revo- 
lution in the role of advertising. Its volume has multiplied many 
times over, and it is now—and is recognized as a potent force ina 
dynamic economy. 

There are many reasons underlying the changed role of adver- 
tising. One is found in the complete triumph of the mass market- 
ing system in the United States. Another reason is provided by the 
tremendous variety of products and brands in almost every prod- 
uct field. Many individual brands get more display from national 
advertising than on the supermarket shelf. Still another reason is 


*Cyrus C. Young, Director of Development and Services, Advertising Research 
Foundation, Inc. 
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the opportunity advertising offers to appeal directly to the con- 
sumer over the heads of the dealers. Whatever the reasons, ad- 
vertising has manifestly increased in recent years and future de- 
velopments in the advertising industry may depend less upon 
greater amount of advertising, and more upon the better use of the 
existing volume of advertising. In this effort every specialism in 
the advertising profession has a part to play, but as a research 
man I would like to stress the role of research in what I think are 
the inevitable developments of the future. 

No amount of research can actually produce good advertising. 
For really good advertising needs artists to draw it, and copy 
writers to write it. On the other hand, no advertising can be known 
to be good other than by its results, and these are often known to 
us only by research. Advertising communication is dependent upon 
a chain of processes including such things as attention, sight or 
hearing, perception, learning by association and, eventually action. 
Someone else’s theory of advertising might describe differently 
this chain of processes and action. However, the purpose of ad- 
vertising research is to investigate this chain, whatever it is, to 
identify and measure the components of it, and to evaluate the 
accomplishment of these processes or others in relation to eco- 
nomic and marketing conditions. 

To set out to understand sales communication in the compli- 
cated American economy is to look for a theory of advertising with 
testable principles or hypotheses, useful whatever the product or 
service being sold. Despite the great progress that has been 
made, we must admit that the object is not yet attained. But let us 
examine, for a moment, what is necessary to develop rigorous 
principles governing effective sales communication. First and 
foremost, we need testable hypotheses. Then we must have the 
facts to test them. This implies research. The most effective 
Vice President in Charge of Research I have ever known implies, 
with an owlish grin, that he is not a research man. He claims he 
does not believe in research but he does believe in facts. . .as 
long as the facts are relevant to his particular problem. 

What kind of facts are available in today’s research market 
that could lead to understanding sales communication? They are 
from two sources. Those coming from business and those coming 
from academic institutions. The business community does much 
excellent research and much of the action that follows from it is 
intelligent business action. Frequently, the research is stimu- 
lated and directed by imaginative management and advertisement 
executives who know their problems more intimately than their re- 
search associates. But, in the business community, many of the 
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facts are competitive and consequently, cannot be shared with 
others in the business. Many of them are relevant only to a spe- 
cific problem of a given company. Regular syndicated advertising 
research services publish many facts for the business community. 
These services provide a valuable commodity. Usually their in- 
formation is highly specialized: Mostly they are counts of people 
exposed to advertising or of people who indicate their previous 
exposure to it. Those of us who have tried, find it difficult to ob- 
tain thoroughly sound principles by examining or relating the data. 

The other great source of research facts is the academic field. 
The application of mathematical techniques to marketing has 
enabled us to develop many powerful tools but not enough attention 
has been devoted to this field. . .though with the growing number 
of the technically trained people in the marketing and research 
fields, these tools will be increasingly used. Then there is an in- 
creased sophistication in the use and understanding of the psycho- 
logical disciplines. Too often, however, the results of work in 
these fields are not directly applicable to the advertising process. 
Too often we have to apply laboratory findings to real life situa- 
tions and this is obviously risky. Still, future thinking about sales 
communication processes is more likely to be advanced by the 
application of results in the academic field thanin any other. Cer- 
tainly, the results may be expected to be more scientific. 

A quick definition of science is organized common sense. Ina 
free economy, each executive and each research man organizes 
his own common sense, and generalizes from his own experience. 
Trial and presumed error or success, the recordof his own varied 
experience, an intuitive relationship hypothesized between a given 
action and sales results and an almost unconscious acceptance of 
the adage ‘‘You can’t argue with success,’’ determines each per- 
son’s own provincial outlook. In such circumstances it is not sur- 
prising that many people react to research as they would to for- 
tune-telling. If they believe in research they remember its 
successes; if they do not believe in it, they remember its failures. 

Research, in advertising as in the natural sciences, consists of 
more than just having facts available. Research in advertising 
like research anywhere else is a scientific discipline and the 
basis of a scientific discipline is a set of reliable measuring in- 
struments and an accumulation of useful empirical knowledge. In 
advertising research the measuring tools used by different re- 
searchers are not comparable—there is no agreement as to which 
is the best. Such empirical knowledge as we now possess is often 
uncertain and is always being challenged by our fellow profession- 
als. For instance, there are wide disagreements about which 
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intermediate measures of advertising best relates to its sales ef- 
fectiveness. Then again no one really knows what kind of adver- 
tisement gets most visual attention—no one knows the role of 
color, of form, of illustration, of copy. We all have some hypoth- 
eses, and we have all tested our hypotheses on some all-too-small 
sample of consumers; but none of us have been able to afford the 
kind of basic research which could turn our hunch into established 
knowledge. In the advertising industry, there is a real need for a 
program of basic research in which we use real commercials, 
real ads, covering many products and important aspects of the 
sales communication process. We may have to build physical 
equipment that affords adequate measure of the visual process of 
the individual as he looks at the commercial or an ad. We must 
develop new methods of describing and measuring perception. We 
must find ways of relating the visual process, perception, memory 
to the action which follows, 

No single company may be expected to do the basic research 
needed to develop principles sufficient for thorough evaluation of 
the advertising process. Few, if any, advertisers, agencies, or 
media could afford to assume the financial risk associated with a 
very indefinite payoff. But there is an encouraging development in 
advertising research today. There is increasing consciousness of 
the necessity of cooperation in research and of limiting competi- 
tion to the execution of policies derived from it. People are 
clamoring for cooperative research. They include the gentleman 
who was reported in an American Marketing Association News- 
letter in New York: 


‘‘There are two things that he would like to see happen 
which he feels certafn would promote the scientific meth- 
od in research for media, advertising, marketing, and 
other business areas, and which would in turn provide 
management with a much needed better understanding of 
the comraunications and buying processes. He suggests 
that a scientific foundation be set up to develop techniques 
for study in these areas, to conduct the needed research, 
and to publish the findings.’’ 


They include Bob Graustein of Lever Brothers who said last 
month to several hundred people: 


‘‘Many aspects of advertising effectiveness are being re- 
evaluated. In fact, at long, long, last the time may have 
come when it is to the interest of all the parties 
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concerned to see a little more science and a little less 
gamesmanship in advertising research. 


‘‘Thus, it is my personal conviction that the situation is 
now ripe for some unbiased group to take over the job of 
creating at least some order out of the present chaos.’’ 


They include a large association (not ARF) with hundreds of 
members, almost all Blue Chip, that is interested in having basic 
research conducted and recognizing the payoff will not be immedi- 
ate and would be of industry-wide significance rather than impor- 
tant to one particular member. 

They include the Advertising Research Foundation, which, 
since its inception, has had as its purpose ‘‘To Further Scientific 
Practices in Advertising & Marketing Research.’’ Arno Johnson 
of J. Walter Thompson Company told the last annual meeting of 
Advertising Research Foundation members: 


‘I believe, however, that the fundamental success of the 
Foundation will lie in the eventual development of a num- 
ber of long-range basic research projects which will sup- 
ply more and better information about the complex ad- 
vertising process.’’ 


They include one of the largest advertisers in America that has 
indicated it will support a basic research job in the field of visual 
perception on the understanding that the grant is matched by other 
business interests. 

Such activity will not be limited to any one group whether as- 
sociation, business group or academic group. There are a large 
number of organizations excellently qualified to deal in specialized 
problems in the fields of statistics, operations research, experi- 
mental psychology, and so forth. Not having to contribute person- 
ally, gives me the courage to make a prediction about the future 
work of these groups. With such clamor, with such pressure, with 
such feeling of need, it is inevitable that groups of advertisers, 
agencies and media will band together for the purpose of coopera- 
tive research. It is my prediction, not thatthe millennium is here, 
but that five years from now advertising research literature will 
contain several sizable important basic research projects that will 
give us valid principles applicable to the field in general. 
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39. CONSUMER BEHAVIOR 
AS RISK TAKING 


Raymond A. Bauer* 


NE of the fads in discussions of marketing research is to say 

that the field of marketing research has been marked by fads. 
Thus, we have become accustomed to the statement: ‘‘Last year 
it was Motivation Research; this year it’s Operations Research; 
I wonder what it will be next year.’’ Seldom is any such new 
emphasis a radical departure from the past. At least there is 
always a handful of protesting orthodox practitioners to exclaim: 
‘‘-but we’ve been doing it all along.’’ Operations Research, 
properly speaking, probably should be considered as concerned 
with simulation as much as with experimentation. But most of the 
operations research work I have seen in market research uses 
experimentation rather than simulation, and in this is continuous 
with traditional, albeit rare, well-executed experiments in mar- 
keting research. These new approaches are characterized by a 
distinctive concentration of attention on particular variables, 
concepts or techniques. After their potential has been pretty well 
explored and developed they get absorbed into the general body of 
research knowledge and technique, usually after having generated 
a few healthy antibodies. 

I make these general remarks about fads inmarketing research 
because I am about to make a modest effort to start a new one. 
However, if I am to be as modest as my effort I should also state 
that I have neither confidence nor anxiety that my proposal will 
cause any major stir. At most, it is to be hoped that it will 
attract the attention of a few researchers and practitioners and 
at least survive through infancy. The proposal is that we look at 
consumer behavior as an instance of risk taking. 

We are accustomed to use the term ‘‘consumer decision 
making.’’ Yet, there has been little concentration of research 
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on the element of risk taking that is as characteristic of consumer 
behavior as it is of all decision-making. A conspicuous exception 
is the work of Katona and Mueller on prepurchase deliberation. 
They found, when buying durable goods, that middle-income 
people deliberated more than either lower-or upper-income people, 
When buying sport shirts, lower-income people deliberated most. 

Consumer behavior involves risk in the sense that any action of 
a consumer will produce consequences which he cannot anticipate 
with anything approximating certainty, and some of which at least 
are likely to be unpleasant. At the very least, any one purchase 
competes for the consumer’s financial resources with a vast array 
of alternate uses of that money. The man who buys a pint of 
whiskey today does not know to what degree he prejudices his 
son’s college education 20 years hence. But, he risks more than 
alternate purchases. Unfortunate consumer decisions have cost 
men frustration and blisters, their self-esteem and the esteem of 
others, their wives, their jobs, and even their lives. Nor is the 
problem of calculation of consequences a trivial one. It is in- 
conceivable that the consumer can consider more than a few of the 
possible consequences of his actions, and it is seldom that he can 
anticipate even these few consequences with a high degree of 
certainty. When it comes to the purchase of large ticket items 
the perception of risk can become traumatic. Paul Lazarsfeld 
tells me that certain unpublished data show that the propective 
automobile buyer often goes into a state of virtual panic as he 
reaches the point of decision, and rushes into his purchase as 
an escape from the enormity of the problem. 

If I may now anticipate what is on your minds, I suspect that 
about at this point you are saying to yourselves that I have painted 
an unrealistic picture of the consumer. He simply does not in 
most instances stand about trying to calculate probabilities and 
consequences nor is he overtaken by anxiety. True, these things 
happen on occasion, and particularly on big ticket items, but only 
in rare instances does the consumer appear to tackle these prob- 
lems as ‘‘risk taking.’’ 

If these objections are on your mind, I agree with them. The 
consumer who consistently tried to act like the classical ‘‘rational 
man’’ would quickly sink into inaction. This, in fact, is precisely 
what I would like to stress. Consumer characteristically develop 
decision strategies and ways of reducing risk that enable them to 
act with relative confidence and ease in situations where their 
information is inadequate and the consequences of their actions 
are in some meaningful sense incalculable. (When I say ‘‘in some 
meaningful sense incalculable,’’ I mean that not only can the 
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outcomes not be anticipated reliably, but the consequences may be 
drastic.) 

Up to now, what I have to say has been abstract and general. 
Therefore, for the next few minutes I would like to move back to 
familiar ground and argue that many of the phenomena with which 
we habitually deal have a strong bearing on the problem of ‘‘risk 
taking.’? I am not going to contend that risk taking is the only 
thing involved in these phenomena, but rather that it is a common 
thread which runs through them and is worth pulling out for in- 
spection. 

One of our traditional problems is that of brand loyalty. Brand 
loyalty may involve a number of considerations. In recent years 
we have heard stressed the compatibility of the brand image with 
one’s self-image, or with the norms of one’s reference group. 
Brand loyalty is also seen as a means of economizing of decision 
effort by substituting habit for repeated, deliberate, decisions. 
Without for a moment minimizing such considerations, I would like 
to reintroduce the old-fashioned concept of ‘‘reliability.’’ Much 
brand loyalty is a device for reducing the risks of consumer de- 
cisions. I am told that sugar is one product for which it has 
traditionally been difficult to develop brand loyalty. But my 
friend Edward Bursk tells me that when he was a salesman in 
Lancaster, Pennsylvania, there was a strong loyalty to a parti- 
cular brand of sugar. The Pennsylvania Dutch housewives of that 
area are avid and proud bakers and there is more risk involved 
in making a cake than in sweetening a cup of coffee or a bowl of 
cereal. Suppose we were to limit ourselves to small ticket items, 
and to interview a sample of housewives as to the risks—that is a 
combination of uncertainty plus seriousness of outcome involved— 
associated with each category of product. I would predict a strong 
correlation between degree of risk and brand loyalty. 

The recently popular phrase that advertising gives ‘‘added 
value’’ to a product also bears on the question of risk taking. The 
‘“‘added value’’ of advertising has usually been discussed in terms 
of the satisfaction of consumer motives that extend beyond the 
primary function of the product. It is perhaps worth recalling that 
one of the customer’s motives is to have a feeling of confidence 
in the product he buys. Some, but not all, consumers are willing 
to pay added money for added confidence. Others prefer to read 
‘Consumers Reports’’ in the hope that some obscure, unadver- 
tised, low-priced brand will be rated a best buy. And, it is worth 
recalling, there are still other consumers in whom advertising 
does not generate confidence but rather the suspicion that it is 
added, worthless cost. 
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Now, relating the questions of brand loyalty and the ‘‘added 
value”’ of advertising to risk taking, or its reciprocal ‘‘confidence,’’ 
is scarcely a radical departure from tradition. This must be the 
working assumption of every competent marketing practitioner. 
It is instructive, however, to note how little this relationship has 
been exploited as a research problem. We know that some people 
are inclined to favor advertised brands in some categories, and 
that other people will consistently buy the cheapest product in these 
same categories. This is about the level on which our knowledge 
rests. It is my suspicion that our recent concern with the pres- 
tige element ©! advertising and well known brands has deflected 
our attention from the problem of risk taking even when it was 
right under our nose. 

Another recently popular area of concern where the problem 
of risk taking has been obscured is the phenomenon known as 
“personal influence.’’ There are exceptions to what I am about 
to say, but im general discussions of personal influence on con- 
sumer behavior have been couched in terms that suggest only that 
opinion leaders are followed because they are style setters and 
that the follower wants to accrue to himself the prestige of be- 
having like the pace setters. Seldom is the fact made explicit 
that one of the very important functions of opinion leaders is to 
reduce the perceived risk of the behavior in question. 

The work of Katz, Menzel, and Coleman on physicians’ adoption 
of a new drug is very pertinent. They found that the doctors 
they studied tended to follow the lead of respected colleagues 
early in the life history of the drug when adequate information was 
lacking. Once the drug became sufficiently well established, 
personal influence no longer played a role. The period of risk 
was passed. 

I have seen data on related products that reenforce the notion 
that the Katz, Menzel, Coleman findings are related to risk 
taking. We studied two types of products in the same general 
product category. We were interested in whether the probability 
of trial of a product and subsequent preference for that product, 
was influenced by preference for one or another of the companies, 
or by preference for the salesmen of the various companies. 
For these particular types of products we confirmed the findings 
of the drug studies. Both company and salesman preference were 
more strongly correlated with product trial and preference in the 
newer products in the general line. That is to say, apparently 
both company and salesmen preference had more influence when 
product was new and relatively unknown. 

However, if I may be permitted some freedom of assumptions 
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and inference, and a certain amount of liberty in filtering out the 
noise in the data, there were some findings that bore in a more 
interesting fashion on the problem of personal influence and risk 
taking. Let me start with some assumptions about the difference 
between company preference and salesman preference. Relative 
to each other, company preference is more associated with risk 
reduction, and salesman preference more with personal influence 
in the sense of ‘‘compliance,’’ of one person ‘‘going along’’ with 
someone whom he likes. The company is a relatively impersonal 
entity, and the main function of its reputation is in this instance 
to guarantee the quality of the product. The salesman, to some 
extent, also guarantees quality. However, he also exploits his 
strictly personal relationships to the buyer. Thus we have per- 
sonal influence operating in two ways, to produce compliance, and 
to reduce risk. Compliance is relatively more associated with 
salesman preference, and risk reduction with company preference. 

If you accept the above assumptions as reasonable, then certain 
findings are quite interesting. You will remember that I said we 
studied two product types. These product types differed as to the 
degree of risk associated with them. Product type A was by 
common consent risky. Product type B was safe. In the case 
of product type A, the risky type of product, the relationship of 
company preference to product preference was twice as strong 
as the ‘‘effect’’ (in quotes) of salesman preference. In the case 
of product type B, the ‘‘effect’’ of company and salesman prefer- 
ence was just about equal. My interpretation of these findings is 
that when risk was high, the risk relevant factor of company 
image was the dominant source of influence, and that when risk 
was low, ‘‘personal influence’’ in the sense of compliance played 
a relatively more prominent role. 

In addition to ‘‘personal influence’’ we have recently been 
concerned with the effect of ‘‘group influence’’ on consumer be- 
havior. We have heard a great deal in the past few years about the 
fact that consumers judge their behavior by the standards of 
groups with whom they identify themselves, or—although this is 
seldom dealt with—from whom they dissociate themselves. This 
has been treated predominantly like the classical ‘‘keeping up 
with the Jones.’’ The consumer looks to his reference groups 
for cues as to the type of consumption that is valued by people 
whose esteem he in turn values. ‘‘But, dahling, everybody, but 
everybody, knowns Wente Brothers’ chablis is the best Cali- 
fornia chablis!’’ 

In his recent work, ‘Sociological Reflection on Business,’’ 
Paul Lazarsfeld suggests that group influence will be stronger in 
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those instances in which the wisdom of one’s decision is difficult 
to assess. Interpreted in one way, this suggestion could lead us to 
the popular notion that when the primary functions of a product 
are hard to assess, or when all products ina category work 
equally well, then ‘‘secondary attributes’’ such as group approval 
come to the fore. Under this interpretation the influence of the 
group is to get the consumer to pay attention to different attri- 
butes of the product. It is equally plausible that in many instances 
the function of group influence is to reduce perceived risk by con- 
firming the wisdom of the choice. That is to say, the individual 
may already share the values of his group and agree on the de- 
sirability of a given type of purchase but look to the group for 
guidance as to what is a wise purchase. By a ‘‘wise’’ purchase, I 
mean one that is likely to satisfy the values for which it is made. 
In other words, we not only look to our reference groups for 
standards of values, but on occasion we also use the judgment of 
the people around us as an informal ‘‘Consumer Report.’’ This 
is what the psychological student of cognition would call ‘‘consenual 
validation.’? Lacking any sound basis of judgment, we accept the 
judgment of others. 

A final traditional problem worth considering in terms of risk 
taking is impulse buying, or perhaps we might prefer the label 
of ‘‘prepurchase deliberation.’’ A simple economic approach to 
impulse buying would suggest that it should increase as a function 
of the discretionary funds available to the consumer. This would 
be consistent with Katona and Mueller’s finding that the amount 
of deliberation involved in buying sport shirts was inverse to the 
consumer’s income, Yet, a number of studies show that in many 
instances the middle-class consumer is more given to deliberation 
than is the lower-class consumer. When we compare the middle- 
and lower-class consumers something more than economics simply 
considered seems to be involved. We speak of the tendency of the 
middle-class person to plan over a longer period and of various 
other aspects of middle-class and lower-class culture. Not for 
a moment would I want to underplay the importance of such 
cultural factors. However, it is worth while to think of the fact 
that the middle-class person has both a greater possibility of 
planning and a greater reason to plan. He has more of an in- 
vestment in career, reputation, and accumulated property to risk 
if he gets into serious financial difficulty. The lower-class person 
has less to risk in terms of such long-run investments. Perhaps 
more pertinently it is more difficult for him to calculate the 
consequences of his actions because among other things he is 
likely to have less information. He is also less likely to have 
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time for deliberation, because, as Katona and Mueller found with 
respect to durable goods, people of lower income are more likely 
to make a purchase in a situation where the product to be re- 
placed has already broken down. 

So that I may not seem to be arguing against a cultural inter- 
pretation, let me say simply that the lower-class consumer 
seems more prone to a decision strategy based on the assumption 
that the consequences of one’s behavior are essentially incal- 
culable in any event, so one may as well take a plunge and do what 
seems immediately desirable. 

My argument to this point has been that the issue of risk taking 
is readily seen as an integral part of many familiar phenomena 
of consumer behavior. This is by no means surprising, and is 
probably novel only in the degree that I have stressed the fact of 
risk taking. What will be of more interest will be to understand 
with more elaboration the devices through which consumers handle 
the problem of risk. In effect I have suggested mainly one device, 
namely reliance on some outside source for guidance, whether 
that outside source be the reputation of the manufacturer of 
product, an opinion leader or a reference group. This can scar- 
cely exhaust the means that consumers remploy to reduce per- 
ceived risk, nor does it tell us how the consumer decides where 
to place his confidence. The discussion of lower-v. middle-class 
deliberation in purchases of durable goods suggests an additional 
mechanism of reducing perceived risk, namely, to suppress the 
possible consequences from consciousness and rush through the 
process with rapidity. This is no more than a caricature of what 
we all do at times. 

It should be noted that I have carefully said ‘‘perceived risk’’ 
whenever I referred to risk reduction. This is because the in- 
dividual can respond to and deal with risk only as he perceives 
it subjectively. If risk exists in the ‘‘real world’’ and the indi- 
vidual does not perceive it, he cannot be influenced by it. On the 
other hand, he may reduce ‘‘perceived risk’’ by means which have 
no effect on affairs in the real world. Thus, if he reads adver- 
tisements favoring an automobile he has just bought, he may 
console himself on the wisdom of his action, but he does not 
reduce the objective probability of the muffler falling off. 

Close study will probably reveal a wide range of decision rules 
which consumers invoke with regularity to reduce the perceived 
uncertainty involved in the outcome of their decisions. We are 
not totally oblivious to the existence of such rules. For example, 
there is a dying race of Americans who abide by the decision rule 
of not buying anything for which they cannot pay cash. A recent 
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study shows that this is still a dominant decision rule for eating 
in restaurants. A majority of respondents thought it was improper 
to use credit cards for eating out, because ‘‘you should not eat out 
when you cannot afford it.’ Other persons will buy products with 
plain and sensible design, fearing that surface aesthetics are 
designed to cover up bad workmanship and material. Some others 
will buy the most expensive product, and still others the cheapest 
product when both have equal amounts of money at their disposal. 
Such persons, for reasons about which we can only speculate, 
vary in the extent to which they are willing to pay money to 
minimize the risk of being disappointed in a product. There may 
be others who expect a certain rate of product failure as assurance 
that they are not wasting money on overly-engineered and con- 
structed products. It is doubtful that they will be joyful over the 
failure of any individual product, but they may persist in patron- 
izing an outlet that features low prices and poor service. The 
shabbyness of the store and the rudeness of sales personnel may 
give further reassurance that one is not paying too much for what 
he buys. 

A long list of such decision rules, could probably be produced 
by the reader. However, I suspect that as ingenious as we all 
are, it is still worth turning to actual consumers to find out from 
them what their operating decision rules are. We may be in for 
some surprises. It is of course difficult for a consumer to arti- 
culate a notion such as a ‘‘decision rule.’’ In an effort to get at 
such difficult-to-articulate notions, Donald Cox, one of our doctoral 
students, interviewed two consumers at very great length—an hour 
or two a week for several months—on their shopping habits. Many 
of the decision rules reported by these respondents were ones 
families to us. The following two, I suspect, are not entirely 
familiar. One of the respondents favored shopping in small 
shops because she saw the proprietor or buyer as having reduced 
her range of decision by having reduced the number of brands 
among which he had to choose, and also as having weeded out the 
least preferable lines. The same consumer would look about to 
see if a store carried advertised brands. She used this asa 
means of legitimizing the store. Once having satisfied herself 
on this score she was willing to buy off-brands from this same 
store. The novelty of individual decision rules is not so important 
as the fact that the decision rules of each of these subjects ap- 
peared to form coherent but contrasting strategies for stabilizing 
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the uncertain world of shopping. Both of these young women 
could be characterized as highly conscious of the risk involved 
in shopping. But one regularly relied on external sources of 
reassurance, while the other was extremely energetic in seeking 
out information and attempting to achieve the guise of rationality. 
We plan to continue such exploratory work with consumers. But 
in the meantime the problem of decision-making has been tackled 
in other quarters. 

There has been a good deal of research on decision-making 
under conditions of uncertainty, but not much of this work can at 
this point be translated into terms useful for students of consumer 
behavior. The students of statistical decision theory have con- 
centrated on how decisions ought to be made. That is to say that 
the decision theorists have been concerned with the calculation of 
an optimum decision within the framework of an explicitly defined 
limited set of conditions, rather than with how people habitually 
do make decisions in the real world. Experimental psychological 
research on decision-making, on the other hand, has studied how 
people do make restricted types of decisions in a laboratory sit- 
uation. Such research shows minimally that problems of risk and 
uncertainty are handled variously by different people and under 
different conditions. Even though it is doubtful that any of these 
findings are directly applicable in the field of marketing, they 
have an important general implication for us by demonstrating 
that people do in fact evolve preferred decision rules even in 
situations much less complicated than that faced by the consumer 
on a day-to-day basis. 

One body of work deserves our attention. Most of it is re- 
ported in Leon Festinger’s book called A Theory of Cognitive 
Dissonance. Festinger and his associates have concentrated onthe 
ways in which people reduce perceived risk after decisions are 
made. People will seek out information that confirms the wisdom 
of their decisions. Thus, people who have just bought an auto- 
mobile tend preferentially to read ads in favor of the automobile 
they have bought. People will also perceive information in a way 
to reenforce their decision; smokers are less likely than non- 
smokers to believe that cigarettes cause lung cancer, and this 
relationship holds even after those people who stopped smoking, 
because they believed in this relationship, were eliminated from 
the sample. People, finally, change their own attitudes to bolster 
their perception of the desirability of their actions. They have 
more favorable attitudes toward products after they have selected 
them than before they made the decision. Festinger has amassed 
considerable data to demonstrate that people do employ devices 
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to reduce the perceived risk associated with consumer-type 
behavior. 

Certain psychological research on problems of cognition also 
promises to be helpful. The book of Bruner, Goodnow, and Austin, 
A Study of Thinking, for example, deals with the way in which 
people develop decision strategies in handling situations of in- 
complete information. 

The major reason for my remarks on the importance of the 
risk taking in consumer decision making is my conviction, frankly 
still in a somewhat less clear state than I would wish, that this is 
a fruitful area of research. It is my hope that others will suggest 
leads of which I am ignorant. 
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40. UPGRADING THE INTERVIEWER 


Jane E, Salisbury* 


HE interviewer is but a small cog in the machine, however, 

unless this small cog is properly fashioned and fitted to the 
work she is to do, the beautiful machine she is a part of cannot 
operate very efficiently. In most field research studies, the work 
of the interviewer is the very foundation on which the entire anal- 
ysis is built. There are highly educated, exacting technicians who 
design our probability samples, construct our questionnaires and 
analyze our data. And who carries out the sample design and 
collects that data?. . .the part-time workers of varying degrees of 
education and skill and knowledge. In this respect, Market Re- 
search has been a bit like a football game—throw the ball down the 
field any old place—then measure the heck out of it. The fact that 
we are here discussing upgrading the interviewer, indicates that 
some of us feel that a better job of quarterbacking her activities 
is needed. 

Do you know where I believe the responsibility for upgrading 
the interviewer lies? With the interviewer? On no—with you— 
the supervisor, the analyst and the statistician who directs her! 
So—let’s talk about you. . .What have you done lately to be sure 
your field work was carried out properly? When was the last 
time you were in the field trying to work with your own question- 
naire? When was the last time—friend statistician—you tried 
following the directions you wrote? Which reminds me of direc- 
tions I read recently which said, ‘‘find your starting point—then 
proceed in all directions’’. What a shattering experience! How 
about questionnaire instructions—are the questions ‘‘self-explan- 
atory’’? - until the questionnaires return from the field with 
distrubing variations? 

Let’s tackle this problem of upgrading the interviewer step 
by step—starting with the sampling. It is much easier for you— 
granted—to talk in the jargon you are familiar with—sound im- 
pressive, sounds scientific—and it is easier to express what you 
want to say in terminology that says it as you understand it. 
But, have you stopped to consider that the field supervisors and 
resident interviewers who are carrying out your directions do 
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not have your background—are not specialized in this field? It 
takes time, it takes effort, to reduce to simple basic English these 
principles and directions you wish executed. And unless they are 
done in simple terminology—executed they will be—but not the way 
you intended. To talk about groups not strata, for instance, might 
help immeasurably getting your point across. Here’s a little item 
taken from the Reader’s Digest. 


‘It was the third day of a conference on education at 
Syracuse University and there had been endless speeches 
full of the jargon used by educators. Finally it was time 
for Henry M. Wriston, former president of Brown Uni- 
versity, to speak. A gasp went through the audience, 
when he stood up and launched into ‘‘Getting to Know 
You,’’ Anna’s song to the Siamese children in The King 
and I: 


Getting to know you, getting to know all about you, 
Getting to like you, getting to hope you’ll like me. 
Getting to know you. . .puting it my way, but nicely, 
You are precisely my cup of tea. . .! 


After he’d sung a few bars, Wriston remarked that while 
this was clearly understandable, his audience would have 
more difficulty understanding the same thing expressed 
in academic language: ‘‘Motivated by empathy, Anna was 
restructuring empirically her approach to the technique 
of cross-cultural communication at a meaningful level 
with purposive intent. She undertook this in the relevant 
context of indigenous habitation.’’ But, however you put 
it, she was still getting to know them!’ 


Then there is another very simple point in sampling but it has 
caused so much confusion so many times, I’m surprised we all 
continue to use it. . .that is the original call plus so many call- 
backs. We find ourselves and our interviewers getting tangled up 
figuring that to do an original and 2 callbacks means three calls. 
Wouldn’t it be much simpler and more accurate to just say— 
make three calls in an effort to complete an interview? 

Then, in sampling there is always the matter of the inter- 
viewer and ‘‘Where Am I?’’ A lot of times in the wrong block! 


1. Copyright 1951 by Richard Rodgers and Oscar Hammerstein II, Williamson 
Music Inc., owner of publication and allied rights. 
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So, we like to have, right on our maps, a statement which the 
interviewer initials saying she walked around the entire block and 
checked her boundaries before she started to interview. In de- 
scribing how to get around the block in a clockwise or counter- 
clockwise direction—draw a simple daigram of a clock to dem- 
onstrate the principle. Be simple—be basic. If sampling direc- 
tions are to be carried out to the letter, we find you must be 
specific, take into consideration the many variations that could 
occur and give the interviewer instructions to cover these various 
situations. If the sampling plan is not as strict, you can tell the 
interviewer what is to be accomplished—the ideal concept of how 
it is to be carried out and a few obvious variations—then ask her 
to use her own best judgment in odd situations. However, do in- 
sist on a full explanation of these odd situations. With a little 
imagination on your part, you can anticipate some of the inter- 
viewer’s problems and help her solve them before it is too late. 

Another step to be considered in the project of upgrading the 
interviewer is the improvement of the questionnaires she uses. 
We ought to make it a rule that each questionnaire is pretested— 
in the field—not with a willing fellow-worker. You will be held 
in much higher esteem if you get the bugs out of your question- 
naire before it gets into the field. Not only can the wording be 
clarified and simplified, the questions be placed in proper order, 
but the physical setup checked. It is most frustrating to the inter- 
viewer to be told to probe for a full answer—then be allowed only 
a one fourth inch in which to write. 

There seems to be a tendency now to plan the questionnaire 
for the coder’s convenience. This, to me, is rather foolish if 
carried to extremes. After all, the coder will sit in a quiet 
room where she can work without interruptions. Not so with the 
interviewer—she must quickly and smoothly work her way through 
the questionnaire keeping, all too often, a not particularly in- 
terested respondent cooperative for an hour—and at the same time 
not be in a comfortable writing position. Oh yes, to further 
complicate the picture—she may be fending off sticky, curious 
kiddies and an overly friendly dog. Also, too many times the 
interviewer is forced to stand in a dimly lit hallway while trying 
to read a finely printed questionnaire. Not all interviewers— 
even the best ones—have 20/20 vision! Her accuracy could be 
improved immeasurably if the questions and instructions on the 
questionnaire are plainly visible in a clear type face and readily 
understood. Long complicated instructions on the questionnaire 
ave very difficult for the interviewer. Recently we discovered 
on the third protest of a questionnaire, that one of the factors 
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making the questionnaire seem so complicated was the dirrections. 
By using three separate questionnaires—for the three situations 
we had been trying to cover on one questionnaire—the confusion 
was lessened and the accuracy increased. . .(not to mention the 
enthusiasm of the interviewer doing the pretesting with us). 

And—with a word about compound questions—the question that 
reads: ‘‘What do you like about ? What don’t you like about 

? Why? (PROBE)’’ These are three separate questions—so 
why not write them that way? It certainly would be easier for the 
interviewer to be sure she had obtained all the information. We 
have found in our experience with writing questionnaires, that 
even though it takes extra room we can be surer of getting the 
positive and negative feelings and full information on each, if we 
ask each question separately. You may end up with a page or two 
more in your questionnaire, but it will be infinitely easier to work 
with it, and insure far more accurate results. 

Of yes, and another thing—it is very easy to become so im- 
mersed in the subject of the study that you forget others may not 
share your enthusiasm for the product. So—do consider the 
fellow who says he doesn’t like the darned thing and provide for 
him, 

The instructions to the interviewer can help tremendously in 
upgrading. Whether verbal or written the purpose of the study 
should be explained—she ought to know what youhope to accomplish 
by this study. Of course, you would be cautious about divulging 
information which could cause bias or mishandling of the study. 
But, if the interviewer has a general idea of the purpose of the 
study, she can see her part in the project. She must be made 
to realize she is to report the facts as she finds them—not as 
she interprets them—if She is to fulfill her role of the reporter. 

Nothing should be left to chance or guess work. The instruc- 
tions, I feel, should tell the interviewer what to do and how to do 
it, where to interview, whom to interview. When we are in- 
structing on the questionnaire itself, we should be sure to stress 
the qualifying words in a question so as to point up to the inter- 
viewer that she must read the question carefully and listen just 
as carefully to the repiy. I mean such words as usually, gen- 
erally, the first time, last time, which one, etc. Training the 
interviewer on how to use neutral probes when certain problems 
come up in a question, would be most helpful. Anticipating some 
problem answers the interviewer might get, and how she should 
handle them is another help. If certain factual questions must 
be consistent, why not point this out. Afterall, if the lady says she 
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hasn’t bough the product in a year, then several questions later 
says she served it last week—someone’s wrong, and it would 
save a lot of time and expense if the interviewer was watching 
for this as she goes along. 

Once the questionnaire is in the field, do you just breathe a 
sigh of relief and go on to the next project? Or, do you keep 
checking the interviewer? Check her first day’s work and let her 
know where there is need for improvement or where there has 
been an error. Send it back for correction or replacement if 
necessary. Just ask an interviewer what she would do if she 
ordered a chair in blue, and it was delivered in red—that’s right 
—she’d send it back! The interviewer must know you have high 
standards and you insist upon them being upheld. Actually, she 
will appreciate this; if she doesn’t, you shouldn’t want her working 
on your study. Checking first day’s work is not enough, however, 
because she might not have encountered any real problem inter- 
views at this stage—or she may be doing her very best. She will 
tire, get bored, let down—if you don’t keep track of her. An in- 
terviewer is really very much interested in receiving your 
criticisms and ratings of her work. For the most part we have 
found she asks for them, and takes them in very good spirit. If 
she is interested in the work, she wants to improve in ability. 

At this point we should mention something we all know to be 
true—the problem of interviewer cheating. We feel there are two 
basic reasons for cheating: (1) the new interviewer who really 
doesn’t understand—she doesn’t feel there is anything wrong in 
talking to the woman who says she knows all about why her husband 
likes a particular brand of beer—instead of talking to the husband 
as directed. We have to educate her, And (2)—the more danger- 
ous type of cheating where an interviewer with lots of experience, 
knows what she’s doing—she interviews a few people and gets a 
pattern, than fakes the balance of the interviews. It is our re~ 
sponsibility to catch this—and fast. Word gets around that a par- 
ticular client really checks carefully. If an interviewer sees she 
can get away with cheating, it is our careless follow-up that 
allows it, and she may continue. 

These have been practical ways I have suggested for the up- 
grading of the interviewer—and now why not tell her why we think 
it is important that she be upgraded? Why not acquaint her with 
the importance of market research in everyday living? As part 
of her training tell her the functions of market research and the 
part she plays in it. Tell her the various steps to planning, 
developing and carrying out a survey to completion. Too often, 
I believe, it is lack of this information which makes an interviwer 
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feel clients are impossible—they ask the craziest things—and want 
everything yesterday. The interviewer has no conception of the 
problems of the client. The time I have spent explaining to inter- 
viewers why surveys are conducted, the need for deadlines, why 
they must avoid assuming they know who the survey is for, what 
becomes of the questionnaires, etc., I feel has been worthwhile. 
Frankly, to some I’m sure it has made their jobs much more 
interesting. The interviewer must have a feeling of responsibility 
and know that, small though her part may be, it is of vital im- 
portance to the study as a whole that it be handled accurately and 
honestly. She will be better able to understand why this work is 
confidential in nature when she understands more about market 
research. And, too, she will assume a more business-like at- 
titude. Most interviewers probably would be amazed if you told 
them how much time,. thought and hours of good hard work went 
into the planning and writing of the questionnaire. Many might 
listen more carefully to your instructions to ‘‘read the question 
exactly as printed!’’ 

This indoctrination of the interviewer need not be overly 
detailed or technical but a good plain, practical background which 
she can understand and apply to her work—yet enable her to see 
the functions of the others on the team, and the project asa 
whole. It isn’t necessary for an interviewer to have a degree 
in marketing. In fact, I feel it can be rather dangerous for an 
interviewer to get only part of the story and develop some fixed 
ideas to the point where she can’t follow your instructions. Some- 
one with innate intelligence and enough sense to ask questions 
when in doubt is far more valuable to you than the one who takes 
the bit in her teeth and gives you a real rough ride. 

Now, there is one last way in which we could help the inter- 
viewer do a better job, and this is to have a positive public re- 
lations program with the public on the importance and value of 
market research. The interviewer has been doing a public re- 
lations job on her own—and needs help now. She has been battling 
the unscrupulous salesman who poses an an interviewer, the 
‘*Phony Surveys Racket’’ as one newspaper article titles it. I 
have here several articles from newspapers—one from a Spokane 
newspaper, one Raleigh, another Akron and the Chicago Tribune— 
all warning the housewife about the phony surveys. In Akron 
someone was using the Better Business Bureau name for an in- 
troduction and saying a survey was in progress—then asked such 
questions as size of family, type of car owned, husband’s place 
of employment and his income—also asked in some cases the 
same information about neighbors. The Chicago Tribune had a 
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series of articles—here’s one: ‘‘Slam Your Door On The Fast 
Buck Salesman’’, This believe me, is no help to the interviewer— 
you will agree. But the prize clipping I have is written by a news 
staff writer—and his picture included—of an Alabama paper, his 
article is titled ‘‘Phone Calls on Surveys Irksome’’. He dislikes 
telephone surveys and says, ‘‘Use of the telephone for all sorts 
of commercial ‘surveys’ is taking unfair advantage of us’’. He 
objects to getting out of his easy chair to tell someone he shaves 
with an electric razor and what brand. He goes on to say, “‘It 
looks like the height of audacity, anyhow, for people to be prying 
into one’s personal habits like how he shaves, what kind of deo- 
dorant, if any, he uses and the name of his favorite breakfast 
cereal’’, One of the annoying features of phone surveys he says, 
is it “hardly ever happens, either except at the most inopportune 
moment like in the middle of supper, during an afternoon nap, while 
under the shower. . .’’ What he winds up saying is what is 
important to us—‘‘The things happens so regularly, especiaily 
people trying to sell portraits at give-away prices, that we just 
naturally build up a resistance to all telephone calls and are 
already in a mood to act ugly by the time we got to the thing’’, 
People who read these articles—agree wholehartedly—and the in- 
terviewer has an even more difficult time. This doesn’t help 
her morale—nor does it get the job done. 

This should be a long-range public relations oben supported 
by management, and not just a sudden rash of articles which will 
be forgotten in a few days. The public needs to know why surveys 
are conducted, how they are used, the growing importance of 
market research—(all of them don’t read the financial page). 
Your companies are far better equipped to inform them than is 
the interviewer. And I’m sure the interviewer will feel more 
pride in her work if she sees articles explaining the value of what 
she is doing—instead of deriding it. I understand that this need 
has been recognized by the AMA and there are plans under way 
for an information campaign. I hope it will not be ‘‘too little, too 
late’’, 

This is a business we’re engaged in—a fascinating and fast 
growing one. So is it any wonder that our responsibilities grow. 
If the interviewer should be upgraded—and she should—it is up to 
us—to you—to do something about it—now. 
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41. HOW CAN SUPERVISORS IN THE 
FIELD BE MORE HELPFUL TO 
INTERVIEWING SERVICES? 


Paul F. Carroll, Jr.* 


The relationship and responsibility is two ways - from the 

® interviewer to the service to the survey planners and the re- 

verse. More weight should be given the old benchmarks - we 

need more REALISM, JUSTICE, HONESTY, EVALUATION, In 
short, the entire field needs better communications both ways. 

2. The interviewer is the last link in the longest chain in the 
world - the final contact with King and Queen Consumer and the 
relaying point back to manufacturers. 

3. Economics makes it necessary that just so much money 
will be allocated to the information gathering (field) function. A 
value can be set. If more time and money is needed at the serv- 
ice of the survey to check, to reinstruct, etc. Less will be avail- 
able for field itself. In short, if a field service becomes more 
valuable, more complete, more money is certain to become avail- 
able for training and improving quality. 

4. Cost per satisfactory interview (CSI) is far more important 
than votes of any other expense measurement. 

5. The interviewing service which communicates honestly, 
which will outline its limitations as well as its strong points will 
automatically increase its volume because of increased confi- 
dence. Some services ave more advanced than others, but none 
can be all things to all men at all times on all kinds of work. In 
slang, ‘‘Stop the big con and get believability.’’ All research will 
profit. 

6. Be absolutely certain that interviewers differentiate be- 
tween job instructions and interviewer training. To fail to do so 
is to create field schizophrenics. One practitioner wants inter- 
viewers to be an extension of a pencil - a piece recording instru- 
ment. Another wants the interviewer to be mobile analysts. On 
job instructions, the client is absolute authority. On interviewer 
training, it is up to the service to maintain high standards. One 
should not be afraid of rank. 


*Paul F, Carroll, Jr., President, Forward Research Incorporated. 
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7. A skilled, trained field interviewer will produce deeper, 
more reliable results than salesmen or manufacturer non-re- 
search personnel 95 per cent of the time. Stress this. 

8. If an interviewer does not believe in research, it is ad- 
visable to alter that belief or advise her to retire from the field. 
The day will come when that lack of belief will cause corners to 
be cut. 

9. Even the most experienced interviewers with the highest 
of reputations can become careless if never challenged. Runa 
‘‘check ride’’ now and then. 

10. As a firm doing total research, Forward Research will 
never make final advertising and marketing recommendations, 
from any analysis based on interviews, in which the firm does 
not have complete confidence. 


l 
n 
r 


42. RECORDING TIPS 
Michael Sandler* 


T has been stated that the interviewer is the most important link 

in the chain of research. No matter how good the questions, 
the physical set-up of the questionnaire or the analyst, a careless 
or incapable interviewer can change the whole complexion of a 
study by distorting the data. The objective of this talk is not to 
teach you how to interview but to point up some of the major pit- 
falls of the field interviewer and how we can help her to correct 
them. 

Most research companies devote a great deal of time and effort 
to the wording of each question and to the physical set-up of the 
answer spaces. There are two main classifications of answer 
spaces depending on the type of questions; the multiple-choice or 
alternative type and the open-end or free response type. In re- 
cording answers to the multiple choice type of question, the inter- 
viewer usually places a mark ina box, between a pair of lines or 
parenthesis, or else circles a code number to reflect the respond- 
ent’s opinion. The open-end type of question requires the inter- 
viewer to write a verbatim reply in the answer space provided on 
the form. 

Regardless of how carefully the interviewer asks the questions 
and how well the respondent answers them, the interview will not 
be worth much if the answers aren’t properly recorded. Just as 
you need the air in this room to carry the sound vibrations from 
my vocal cords to your ears, we of the research companies or 
departments rely upon the interviewer to carry the respondent’s 
‘‘vibrations’’ to our ‘‘ears’’ in the home office. If there were a 
machine outside this room that was making a loud noise you prob- 
ably couldn’t understand what I am saying. So it is with the inter- 
viewer—if she incorrectly records an answer, she, like the ma- 
chine, is causing interference and is making it difficult for us to 
understand the respondent. For example: On a study we conducted 
a respondent told us he was in favor of the introduction of the new 
compact cars, but when asked why, all the reasons he gave us 
were against their being introduced. It is difficult to know which 
answer is correct. If the interviewer had left the question blank, 


* Michael Sandler, Senior Project Director, R. H. Bruskin Associates. 
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we would not know if the respondent had an opinion on the intro- 
duction of the compacts or, if he had an opinion, just what that 
opinion was. It would be as if I were speaking in a vacuum and 
you wouldn’t know if I were talking or not because my voice 
wouldn’t carry. Both of the cases make the questionnaire less 
valuable to the researcher. 

It is the error of omission, that is, failure to report an answer, 
which is most frequently found on questionnaires. The researcher 
does not know what the answer might have been and the coders 
can’t tell whether the interviewer forgot to ask the question, 
neglected to record the answer or the respondent refused or was 
unable to answer the question. In speaking to interviewers we 
have learned that, in most cases, the reason for the omission usu- 
ally lies in the skip pattern. Either it was not clearly laid out or 
more frequently the interviewer was not as familiar with the form 
as she should have been, The best method of combatting this is 
for the designer of the questionnaire to indicate every skip both 
on the questionnaire itself as well as in the instructions. The in- 
terviewer should carefully study the questionnaire in conjunction 
with the instructions as well as conduct a practice interview or 
two with a relative or friend. The reason we suggest a practice 
interview is twofold. First, it will allow the interviewer to become 
more familiar with the questionnaire and learn the skip pattern, 
and second, because a friend or relative will make allowances for 
any mistakes or silences which occur due to the unfamiliarity of 
the questions. While conducting the practice interview it is not 
necessary to actually record the answers on the questionnaire, 
although it may be advisable for some interviewers. By referring 
to the instructions as the interview proceeds, the interviewer can 
become secure in her knowledge of the specific questions and 
familiarize herself with words or terms she has not encountered 
before. Thus when she is in the actual interview situation, she 
will be sure and confident of herself. 

No matter how much assurance and confidence the interviewer 
may have, she still may commit the interviewing error of mis- 
recording. These errors usually occur in the multiple choice type 
of question when, in her haste, the interviewer checks the wrong 
answer space or else checks too many answer spaces. When an- 
swer boxes or parenthesis are placed on the questionnaire most 
research organizations request their field representatives to use 
an ‘*X’’ to signify the respondent’s answer. The reason we rec- 
ommend the use of the ‘‘X’’ instead of the check mark is because 
of the greater control as well as the desire for standardization in 
the field of market, media and public opinion research. We have 


| 
| 


412 DYNAMIC MARKETING FOR A CHANGING WORLD 


found that there is less chance for the interviewer to carelessly 
misplace an ‘‘X’’ than a check mark. Sometimes when an inter- 
viewer uses a check mark the tail of the check, like that of a jet, 
is visible for ‘‘miles’’ and may enter another answer space and 
thus confuse the coder as to which was meant to be checked. When 
code numbers appear in the answer space and the interviewer is 
instructed to circle one of them, it is sometimes found that the 
circle encompasses two codes or else falls between the code 
numbers so neither is circled. Under these conditions the coders 
can’t tell what the answer should be. Quite often a question which 
should have been omitted was asked. This is probably the easiest 
type of error to be corrected in our office but it still indicates a 
failure to follow the instructions. 

Once the interviewer is cognizant of the mistakes she has 
committed it is relatively easy for her to prevent them occurring 
on future jobs. The best way for the interviewer to recognize 
these errors and correct them is to check over her questionnaire 
before going on to a new respondent. Another way she can avoid 
committing some of the aforementioned errors is for her to try to 
interview under the most favorable conditions possible. If there 
are frequent interruptions such as the phone ringing or children 
clamoring, the respondent cannot devote full attention to the inter- 
view. These interruptions make the interviewer’s job more diffi- 
cult and make it easier for an error to appear in her work, It re- 
quires a great deal of patience and concentration to avoid mistakes. 

The open-end of free response question is probably the most 
difficult one for an interviewer to handle properly. This is the 
true test of an interviewer and it easily separates the professional 
from the semi-professional ‘or novice. The professional’s ques- 
tionnaires are full 6f complete and well probed answers to the 
open-end questions while the semi-professional or novice inter- 
viewer’s responses are short, stereotyped and not verbatim. The 
interviewer who changes the bad grammar or even the profanity 
appearing in the respondent’s answer is not doing a proper job of 
interviewing. The intensity of feeling and even the meaning may 
be changed and with it the complexion of the whole study. 

Interviewers have often been heard to exclaim, ‘‘How can I 
record everything when I don’t take shorthand?’’ This is only a 
matter of practice. We suggest the new interviewer sit by her 
radio or television set and practice writing verbatim transcripts. 
Gradually, her speed and accuracy will build up. Another method 
used by the better interviewer is to repeat the answer aloud as she 
records it. This serves the purpose of maintaining rapport, al- 
leviating the awkward silence which can be so detrimental to the 


| 
t 
d 
te 
t 


RECORDING TIPS 413 


interview, and gives the interviewer extra time to record the 
complete answer in the respondent’s own words. The use of ab- 
breviation is frowned upon with the exception of ‘‘DK’’ for don’t 
know. The reason for this is to avoid any misunderstandings with 
words that may have more than one abbreviation or where the 
abbreviation can mean more than one thing. Even the don’t know 
abbreviation was misunderstood by one novice interviewer at a 
personal briefing session. She was told to write ‘‘DK’’ on her 
forms when necessary, and being new she asked the person in 
charge of the briefing what ‘‘DK’’ meant. The answer, of course, 
was don’t know. She took this as the lack of an answer to her 
question rather than the answer. When her forms were received 
in the office the questions where the respondent didn’t know the 
answer were indicated by the large printed letters D-E-C-A-Y. 

One of the most frustrating experiences in research is to read 
an open-end question and the recorded answer which either par- 
tially answered the question or else did not answer it al all. It’s 
like reading a mystery story with the solution torn out. The newer 
interviewer feels that if she says ‘‘Anything else?’’ and the re- 
spondent replys ‘‘no’’ that her job is ended for that question re- 
gardless of whether or not it was answered. There seems to be a 
tendency for the novice interviewers to accept any answer given, 
be it germaine or not. A good test of the relevance of the reply is 
for the interviewer to read the answer over to herself as soon as 
she finishes writing, to see if it answers the question completely 
and clearly. If not, it should be probed further. 

Probably the most overused of the so-called probe is the 
phrase, ‘‘Anything else?’’ First of all, this is not a true probe—it 
is a mop-up to be sure all pertinent information comes out. A 
probe question should be used to obtain more complete or specific 
information after a cursory or vague reply. Many times it is suf- 
ficient to repeat the question as it appears on the questionnaire. 
If words other than the original question are used they must be 
completely non-committal and should seek new information or a 
clarification of information already recorded. 

What sort of probe did the interviewer use? This is a question 
that the researcher has asked himself many times after reading a 
series of unrelated sentences tied together with a variety of 
symbols ranging from a circled P, or X, toa series of slash 
marks. All of these signified that some sort of probe was intro- 
duced at that point of the conversation. We’d like to know what it 
was, but the initial statement, the probe mark, and the reply do not 
tell us anything. If the interviewer had indicated parenthetically 
the key words of her probe, the meaning would have been more 
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clear to us. We assume that the interviewer either repeated the 
question in it’s entirety or else turned the respondent’s answer 
around and threw it back for clarification without suggesting any 
answers of her own. A good way for an interviewer to overcome 
these errors is to recognize and consciously avoid them and to 
keep working towards this goal of errorless interviewing on each 
of her assignments. 

Sometimes a form will read well on initial inspection but when 
looked at closely, we find places where the interviewer should 
have probed further. This is a case of being on the right track but 
not going far enough. It started an interesting story but left us 
dangling. Another cliff-hanging type of interviewer is the one who 
writes on the back of a page by turning the page over instead of 
folding it up from the bottom. Sometimes you think she just forgot 
to continue writing because there is no indication that she has 
completed the answer on the reverse side. 

Occasionally we find an answer that is illegibly written. This, 
of course, is of little value to the researcher. While we don’t ex- 
pect our interviewers to emulate Sir Joseph Porter, the First 
Lord of the Admiralty in Gilbert & Sullivan’s “‘Pinafore’’ and 
“copy all the letters in a big round hand,’’ we do, however, expect 
and usually find legibility. The coders’ biggest complaint is not 
that the interviewers’ handwriting is illegible but that she uses a 
pencil that is so light that it can’t be easily read, or so soft that it 
smudges. 

It seems that more and more research is being done with 
cards, lists or pictures; projectors of one type or another and 
phonographs. Instructions are usually sent along with the study so 
the interviewer need only to read them and practice with the 
equipment for a while‘at home. The research organization is con- 
stantly trying to find new and better ways to obtain data and we 
expect the interviewer to work along with us toward this goal. 
Some of the machines may look grim and foreboding but are really 
quite simple to operate. We try, whenever possible, to help our 
interviewers and heed their constructive suggestions. An example 
of this can be found in the cart which was developed for our TV-T 
units so the interviewers would not have to carry the self-con- 
tained portable sound projectors but could wheel them on these 
sturdy carts. Another example of this is the hands-free method 
of telephone interviewing we have developed with the cooperation 
of the telephone company. Through the use of this system our in- 
terviewer can play a recorded commercial on a phonograph over 
the phone and still have her hands free to record the answer. All 
this is done without losing contact with her respondent. 
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Last November in our newsletter ‘‘Creativity,’’ we published 
the results of a survey we conducted among a sample of more than 
500 interviewers who now work for us. One of the things that this 
study told us was that the average interviewer since her first in- 
terviewing assignment has worked for 10 different companies and 
is presently working for about 5 in addition to ours. Because of 
this, I feel that we should strive to adopt a code of uniformity 
wherever possible. To illustrate, if all companies stress the use 
of a common probe symbol, the interviewer’s job and the job of 
the coder would become much easier. The adoption of the ‘‘X’’ as 
the ‘‘only’’ proper method of checking, might cut down consider- 
ably the number of errors caused by the long tails of the check 
marks. I feel that certain uniformities will be welcomed by the 
field representatives and, in the long run, will produce a better, 
more errorless job of interviewing which in turn means a better 
job of research. Towards this goal, we, of Bruskin Associates 
have recently prepared a new improved interviewer’s manual in 
which we have tried to solve problems that were indicated in the 
interviewer’s study we conducted. This manual is now being dis- 
tributed to our interviewers and we would be pleased to send a 
copy to any interested company. 
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43. NEW MARKETING DATA FROM 
THE 1960 CENSUS OF 


POPULATION AND 
HOUSING 


Conrad Taeuber* 


HE massive job of collecting information about the approxi- 

mately 180 million people living in the United Stated and the 
homes in which they live has been largely completed. The army 
of 160,000 enumerators, plus the necessary supervisory and sup- 
porting staffs has been largely disbanded. Nearly allof the million 
enumeration books, containing some 57 million FOSDIC sheets 
have been sent on to the processing office and suitable disposition 
has been made of the 95 million self-enumeration forms which had 
been distributed as an aid in the collection of the data. Many of 
you have seen preliminary announcements of the population of the 
place in which you live, and of other places in which you are in- 
terested. 

You have been told that because of the use of electronic com- 
puters for the tabulation, results will become available more 
quickly than in previous censuses, and you are properly concerned 
with the question ‘‘When will this mass of data become available 
for use?’’ We are engaged in the task of compiling the masses of 
statistics that are to be published. It may be relevant to point out 
that we must present data for 50 States, their 3,100 counties, and 
some 20,000 places, to say nothing of 22,000 census tracts, or 
three quarters of a million city blocks. We have every reason for 
confidence in our ability to issue these materials more quickly 
than was the case in 1950, but nevertheless some time will be re- 
quired to complete this part of the job. 

Before discussing the statistics and the form in which they will 
become available, it may be useful to spend a few moments on the 
procedures being used and the implications for the availability 
of the data. The Advance Census Report form, which all of you 
have seen, contained only a few questions concerning the personal 
characteristics of the people, and a few questions about their 


*Conrad Taeuber, Assistant Director, Bureau of the Census. 
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housing. The enumerator who called at your homes transcribed 
the information you had recorded, or your replies to her oral 
questions, to a FOSDIC schedule, where the entries were made in 
the form of heavy black dots in predetermined positions. If yours 
was one of the 1-in-4 sample households in which a blue House- 
hold questionnaire was left, you will have found there a set of 
additional questions, and perhaps the questions in which you as a 
student or a practitioner of marketing are most interested. The 
answers which were supplied on the blue forms, or in response 
to oral questions, were entered on another set of FOSDIC sheets. 

In the processing office these two sets of sheets are being 
handled separately. The second set of sheets contains information, 
such as occupation, place of work, State of birth, which must be 
coded before it can be handled by the computers, and this requires 
a relatively slow process of human activity. The first set of 
sheets was so arranged that no manual coding or editing was re- 
quired. As soon as the necessary checking in has been completed, 
these first sheets can be microfilmed. At this point FOSDIC takes 
over and translates these position marks into impulses on mag- 
netic tape. The computer performs the editing that is necessary, 
and prepares the final tabulations. For most of the tables, the 
output tapes from the computer are turned over to a high speed 
printer for preparation of the copy for photographic reproduction 
and printing. In the meantime the sample data are being coded, 
and eventually they will follow the same procedures. Some pub- 
lications will be based on the 100 per cent information, some on 
the sample information. In the case of the census tract tables, 
the 100 per cent and the 25 per cent parts of the data will be 
brought together in final publications. 

The first results were the preliminary head counts which have 
been issued by District Offices for counties and cities of 10,000 
and over. As the schedules are received in Jeffersonville, our 
processing office, the field counts are being summarized manually 
and releases are issued giving the preliminary population and 
housing counts for counties and for all places of 1,000 and over. 
These reports have begun to appear and are expected to be com- 
pleted by December. While the results are subject to correction 
and some adjustment such as the resulting from the addition of 
persons who were enumerated away from their usual places of 
residence, they will serve as useful indicators of the population 
and housing inventories of the places included. There are few 
general uses which would warrant waiting until the final total 
figures become available. 
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At the same time we expect to make available, essentially at 
the cost of photocopying, the preliminary counts for enumeration 
districts. Enumeration districts are simply the small adminis- 
trative areas which were established in advance for the purpose of 
controlling the enumeration. They ordinarily have a population of 
not over 1,000, they have visible boundaries, and can be added to 
provide totals by tracts, cities, counties, or States. They could 
also be combined to form areas of special interest, such as parts 
of a county or of acity. Normally the use of them requires maps 
showing their boundaries, which can be supplied at a nominal cost 
for photocopying. 

The official population counts by States must be certified to 
the President by December 1, and the preparation of these figures 
must have priority over everything else. We expect to begin pub- 
lishing the population totals for counties, for incorporated places 
and unincorporated places of 1,000 or more, for standard metro- 
politan statistical areas, and for urbanized areas by October 1960, 
and to have completed that series by January 1961. Before it has 
been completed, a series of advance reports will have begun, giving 
general population characteristics, such as age, sex, race, and 
marital status. 

The published tables will provide some statistics for all incor- 
porated places and for unincorporated places outside urbanized 
areas if they have a total population of 1,000 or over. The larger 
the place the greater the amount of detail that can be published for 
it. We will again establish urbanized areas for all central cities 
of 50,000 or over. The procedures used are similar to those used 
in 1950, but they permit the establishment of such an area for each 
piace which qualifies as a central city on the basis of the 1960 
Census returns. Within some of the urbanized areas we will also 
be able to identify unincorporated places of 10,000 and over, such 
as Silver Spring and Bethesda in the Washington area. For stand- 
ard metropolitan statistical areas we will follow the list estab- 
lished by the Bureau of the Budget, and such areas will be recog- 
nized for places which first qualify as central cities (or as twin 
central cities) in the 1960 Census. 

Some 22,000 census tracts have been established, nearly double 
the number which were recognized in 1950. Tracts have now been 
established for nearly every city which had 50,000 or more in- 
habitants before the 1960 Census, and for nearly all of the SMSA’s 
of central cities of 100,000 or over. The 100 per cent counts for 
census tracts will begin to become available late in 1960. Al- 
though publication is to wait for the availability of the tabulations 
from the sample material in the third quarter of 1961, arrange- 
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ments are being made whereby photocopies of the 100 per cent 
tabulations can be made available as needed. 

It is planned again to issue a limited amount of information 
from the Census of Housing for city blocks for each city which had 
a population of 50,000 or more before 1960. These tables will also 
include a figure on the total population of each block. Some 250 
cities which did not meet the size requirement have made special 
arrangements to have block statistics prepared for them. The 
first releases of block statistics are scheduled to begin in March 
1961. 

A limited amount of information is to be published by townships 
and other minor civil divisions. However, in 17 States arrange- 
ments have been made to recognize a setof stable statistical areas 
called Census County Divisions, instead of the established minor 
civil divisions, many of which had indefinite boundaries or had 
boundaries which changed so frequently that they were not suitable 
units for statistical analysis. 


Changes in Census Content Since 1950 


The census has become a major source of information about 
the Nation and the States, counties, cities, towns, and villages. In 
developing the plans for the 1960 Census, we have sought to give 
consideration to new and continuing needs, to available resources, 
and to the development of available statistical techniques. Many 
suggestions for new questions could not be accommodated, though 
individually they might have provided information of considerably 
utility. Some items previously included, particularly items of 
household equipment, could be eliminated to make way for new 
items. ‘ 

In the Census of Population, the major new item reports on 
place of work and the chief means of transportation used to get 
to work. The results will add substantially to our ability to an- 
alyze integration of metropolitan areas, and will provide signifi- 
cant information on traffic and transportation problems. We have 
added to the question on school attendance a query whether the 
school is public or private, and we have also provided for identify- 
ing persons who have had six or more years of college training. 
The question on citizenship of the foreign born has been dropped 
from the census and in its place the 1960 Census asks concerning 
the mother tongue of the foreign born. This question will aid in 
the identification of ethnic groups. Those of you who are con- 
cerned with the age composition of the population may have noticed 
that we ask for month and year of birth, rather than for age at last 
birthday. 
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Persons who were neither working nor looking for work are 
asked to report when they last worked, and if that was in 1950 or 
later, they are to report their last job. The resulting information 
about persons who were recently in the labor market will be useful 
in evaluating trends in the labor force. 

The question of migration is in terms of the residence five 
years earlier, as was the case in 1940. A new question asks when 
the person moved into the house or apartment. The results should 
provide significant information about the large numbers of mi- 
grants to metropolitan areas, to cities and to suburban areas. 

Efforts have been made to improve the reports on income in 
two ways. More attention is given to the ‘‘other sources’’ of in- 
come, which are neither earnings nor income from business, pro- 
fession, or farm. The sample used in 1960 is a sample of house- 
holds, and the income question is asked for each member of the 
sample household. The resulting figures on family income should 
be superior to those collected in 1950 when income for members 
of the household other than the head was collected as a combined 
figure. 

The Census of Housing has regularly included a number of 
household facilites. These provide a measure of levels of living 
and housing conditions, and most of them are of considerable in- 
terest for their own sake. Here a number of items carried pre- 
viously have been omitted, because they are now too common to 
warrant inclusion. Electricity, mechanical refrigeration, and the 
kitchen sink, fall into this category. In their place are new items; 
clothes washers, clothes driers, air conditioners, home food 
freezers, and the number of automobiles owned or regularly used 
by members of the household. Radio and television are continued 
as in 1950, and in both cases the report shows the families having 
none, one, and two or more sets. Persons who conduct telephone 
surveys, or use lists of telephone subscribers, may be interested 
in the characteristics of those households which have a telephone, 
a tabulation which will be possible for the first time. 

Reflecting the growing interest in housing conditions, the enum- 
erator was given three, instead of two, categories for recording 
his judgment on the quality of the structure; sound, deteriorating, 
and dilapidated. Measurement of the size of housing units was ex- 
pressed not only in the conventional number of rooms, but also in 
the number of bedrooms. With the growing use of combination 
rooms, it is felt that number of bedrooms may be a better measure 
of the adequacy of the space provided, granted that we have not 
found a feasible way to ask for the number of square feet of floor 
space. Modern developments are reflected also in the questions 
about the number of bathrooms, and the presence of a basement. 
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Trailers were separately identified as housing units, and per- 
sons living in trailers were asked whether the trailer is mobile. 
Trailers seem to include the units which are properly called mobile 
homes, units which are virtually permanently kept in one location, 
and units which serve as the core of a structure which lacks all 
semblance of mobility. 

Those persons who are interested in suburban and rural areas 
will find new information in the questions whether the water comes 
from a public or private system or an individual well, and whether 
sewage disposal is through a public sewer, cesspool, or septic 
tank. These questions are to be asked outside cities of 50,000 
and over. 

The 1950 Census included a survey of residential finance, in 
which information was secured concerning the mortgages and 
terms in the financing of housing. A similar survey is included 
as part of the 1960 Census. It will provide data for 25 standard 
metropolitan statistical areas in addition to those for the United 
States as a whole, and for the four major regions. As part of that 
survey we are also conducting a survey of components of change 
similar to part of the National Housing Inventory of 1956. From 
this it will be possible to analyze the changes in the housing in- 
ventory as due to new construction, conversion, merger, dem- 
olition, etc., for 25 standard metropolitan statistical areas and for 
the country as a whole. 

The field work for the Census of Agriculture was done last fall 
and the first of the county releases from that census have ap- 
peared. Those of you who are interested in agricultural market- 
ing will find in the results of the Census of Agriculture a number 
of important measures of the size of the farm market by counties. 
One such measure is the number of farms classified by size and 
gross income. Another measure is the quantity of production, 
resources on farms, and the classification of farms by those re- 
sources. For example, a classification of farms by the acreage 
of particular crops, or by the number of different kinds of live- 
stock can be very important in suggesting the market for speci- 
alized farm equipment and supplies. A third measure of the size 
of the farm market in each county will be given by the figures on 
gross income by source and those on economic class and type of 
farm. The reports of the Census of Agriculture will aso furnish 
other important county data for marketers, such as the numbers 
of various kinds of equipment on farms and expenditures for pet- 
roleum products, fertilizer, lime, seed, etc. 

In planning for the 1960 Census of Population and Housing, we 
have sought to improve the quality of the results, as well as their 
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timeliness. Measures to improve quality included the distribution 
of forms in advance of the enumeration in order to permit house- 
holds to supply their information after consultation with other 
members of the household, or with records, as seemed appropriate. 
We have broadened the use of quality control methods in all phases 
of census taking, including enumeration, as well as processing, 
and have used procedures for field review and office quality control 
which were intended to catch errors in the field work, including 
misunderstanding of the instructions while the work was underway. 
The extension of the use of sampling should make for increased 
timeliness of the results, as well as reducing costs. The modern 
electronic computers can perform their work with far greater 
speed and accuracy than was true of the equipment used earlier, 
and they are expected to prove very effective in the systematic 
detection of inconsistent or unreasonable entries. The difficulties 
to which they call attention can often be taken care of by mechani- 
cal procedures, though in some cases these will require human 
intervention. 

In planning the program for tabulation and publication, the 
Bureau has attempted to meet the most general needs. Priority 
in all cases will need to be given to meeting the requirements of 
the publication program. In some respects the use of electronic 
equipment will make unpublished material more readily available 
than was the case previously. In other respects, securing un- 
published material may be less simple than was the case in 1950. 
It will be our endeavor not only to meet the needs of the general 
public, but also to meet special needs expeditiously insofar as that 
can be done within the available framework of our tabulation and 
publication program. 
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44, SIGNIFICANT MARKETING DATA 
FROM THE BUSINESS CENSUSES 


Charles S. Goodman* 


HE business censuses, for the most part dating back to 1929, 

cover wholesale and retail trade and selected services. While 
they cover areas of great concern to the marketer, they are by no 
means the only censuses with which he is concerned. Dr. Taeuber 
has already discussed with you the vast storehouse of marketing 
data represented by the Censuses of Population and Housing. Some 
of the new inquiries in this program, such as the one relating 
place of work to place of residence which will give us new data on 
the movement of people in their daily lives, have substantial mar- 
keting import. 

The other economic censuses such as those of Manufacturing, 
Mineral Industries, and Agriculture which Dr. Stier has discussed 
are also source materials which marketing finds extremely valu- 
abie particularly in market measurement. An aspect ofthe Census 
of Manufacturers which deserves especial note in connection with 
the Censuses of Business is the Distribution of Manufacturers 
Sales by class of outlet. This will be the first complete coverage 
of this difficult area since 1939 and, as it will be closely related 
to the Wholesale Trade census, it will provide us with a much bet- 
ter quantitive picture of the flow of goods. 

Some important areas remain outside of the scope of the Cen- 
sus program. The most notable of these are the construction in- 
dustries and a number of the service industries of which transpor- 
tation is among the most important. Those of you who require 
marketing data on these industries will need to continue to rely on 
other types of sources. 


Marketing Users of Census Information 
While there are a wide variety of users for Census of Business 


data both inside and outside the field of marketing, three types of 
marketing uses are of especial importance to us. 


*Charles S. Goodman, Professor of Marketing, Wharton School of Finance and 
Commerce. 
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1. By retailers, wholesalers, analysts, and students of mar- 
keting as normative standards with which operations of individual 
firms can be compared. 

2. By marketers in the study of market opportunity both as it 
may be measured by the operations of retailers and wholesalers 
and as the number, volume, and nature of such outlets themselves 
constitute relevant measures of market opportunity and useful 
guides for marketing effort. 

3. By students of marketing as a means of measuring changes 
taking place both in the character and operations of individual in- 
stitutional types and in the structure and character of retailing and 
wholesaling and of the distributive system. 


Relationship of Present Discussion to Scope of 
Census Materials 


I shall not even attempt to cover all of the possible uses of 
census materials nor to detail all of the kinds of data which will 
appear in the census reports and volumes. Rather! will devote my 
time to pointing out what has and has not been accomplished in 
some particularly sensitive and important areas in which one or 
all of the using groups have felt a need for improved information 
of the type which the Census could provide. I also hope to have 
time to comment on some of the results of the ‘‘early returns.”’ 


Retail Trade 


A. More meaningful data on retail trade by location. 


There are essentially two geographic area concepts which are 
relevant to a Census of Retail Trade. One is the size (and perhaps 
other attributes) of the urban agglomeration. The second refers 
to the nature of the retail agglomeration within the urban area. 

Before 1940, the Census met the first problem primarily on 
the basis of city-size tabulations based on the corporate city. In 
recent years the emphasis has changed to the Standard Metropoli- 
tan Statistical Area which conforms more closely to the concepts 
of economic area, trading area, and market outreach than does the 
old emphasis on the legal city. Data are, of course, still available 
for individual places. 

The need for statistics which recognize the character of retail 
agglomerations within the total urban community is important. It 
requires the development of appropriate ways of collecting and 
tabulating intra-SMSA data. Recent Censuses have demonstrated 
noteworthy progress in dealing with this problem. 
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1. Beginning as far back as 1935 intra-city data have been 
tabulated for a number of cities where local groups were willing 
to finance the extra coding and tabulation. 

2. Data for Central Business Districts and for the remainder 
of the SMSA outside the Central Business District, were included 
in the published reports for 1954 and are being published, using 
comparable boundaries, for more than 100 cities for 1958. 

3. The 1958 reports will provide statistics for individual major 
retail centers (sometimes called shopping centers) outside of the 
central business districts. in defining the limits of such centers 
economic, rather than proprietary, boundaries should, and are, 
being employed. It should be noted that the centers for which data 
are to be provided are not limited to ‘‘planned’”’ centers. 

4. The problem of providing data for segments of metropolitan 
areas other than major centers is a difficult one. While it would 
be possible to reduce all retail statistics to a tract basis, the cost 
of entering tract or zone codes has become much more substan- 
tial with the shift from field enumeration to mail questionnaire 
data collection, first made in 1954. The result is that many com- 
munities are not in a position to defray the costs involved not only 
in defining the various zones outside the major centers but in 
properly coding each return when only a mail location is known. 


To meet the real needs for data in the portions of SMSA’s not 
constituting major retail centers the Bureau has taken some con- 
structive steps. In addition to providing separate data for all in- 
corporated places of 2,500 or more, the 1958 Census wil! provide 
tabulations for all New England towns with an urban population of 
2,900. Moreover, separate statistics will be provided for all New 
England towns and Pennsylvania and New Jersey townships having 
a total population of 10,000 or more. While tabulations of smaller 
size divisions of counties might be feasible, the effect of the non- 
disclosure rule soon reduces the detail which may be released to 
the point where it is of little value. 

An objection to Census practice which is sometimes raised is 
that political boundaries do not represent trading areas. It is, 
nevertheless, necessary that statistics be collected in some format 
or boxes if other than U.S. totals are to be used. It is, further- 
more, important that the defined limits of the ‘‘boxes’’ remain 
relatively constant over time in order that changes may be meas- 
ured and trends observed. To change boundaries with each change 
in the retail structure confronts the analyst observing a change 
with the question: Was there a real change in retailing, or a 
change in the area covered by the tabulation, or an unmeasurable 
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mixture of both? The basic idea of collecting data in building 
blocks which can then be grouped into whatever arrangements or 
groups are meaningful for a particular purpose is a sound one. It 
also makes possible relating retail trade data to other statistics 
(e.g., population, housing). Trading areas, for example, are gen- 
erally delimited by boundaries of groups of political units even 
though political units are not, in any sense, trading areas. In view 
of the fact that there are no generally accepted all-purpose trading 
areas, the alternative of being able to combine political units into 
whatever trading area is desired is particularly appropriate. It 
should not be overlooked that for many shopping areas the fit of 
the political boundaries is not as bad as might first appear simply 
because there is only one retail agglomeration within the defined 
place. The presence of other land users within the defined area 
does not distort the results of the retail census. 


B. More information about retailers’ operations 


The Census now reports the number of establishments, sales, 
number of employees and proprietors, and payrolls for all kinds 
of business. Additional data is being furnished for a few special 
types of business. These include information on prescriptions 
filled by drug stores and number of vending machines by type of 
machine which were provided for 1954, and two new items: seat- 
ing capacity of restaurants and number of pumps for gasoline sta- 
tions. 

The retail census will not include operating expense ratios or 
functional operating cost data, so important in the development of 
normative standards. This reflects the fact that since 1939 there 
has been some opposition to the gathering of data of this type. 
Until the importance of these data is generally recognized, the use 
of census statistics as guides for retailers must necessarily be 
limited. 

Two other types of information often sought of the Census are 
not provided: (1) sales by merchandise line and (2) classification 
by type of operation or functions performed. 

The need for merchandise line statistics has long been appar- 
ent to all three types of statistics users mentioned above. Retail- 
ers need them to determine the composition of sales of similar 
and competitive retail types, a need which is likely to grow with 
increasing inter-type competition. Suppliers want to know what 
proportion of a given merchandise category is sold by various 
types and sizes of outlets. Students of retailing want to measure 
change in both of these over time. 
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The difficulties in collecting merchandise line statistics are 
enormous. There is perhaps no area in the Census of Business to 
which so much experimentation and effort has been devoted as 
merchandise line statistics. Several devices and measures have 
been tried, including field testing. Yet the problems remain un- 
solved, Principal among these is that retailers’ sales records 
simply do not provide the detail needed even if those records were 
laboriously searched to provide the answers requested on the 
Census questionnaire. Attempts to work with purchase documents 
on various sample bases have not been encouraging largely be- 
cause of the costs involved. Another difficulty arises from the 
fact that stores that carry an item may carry widely varying 
depths and breadths in a line. Thus, a sampling of items, e.g., 
white shirts in food stores, may be of no help to a supplier of 
some other haberdashery item; in fact it would tell us very little 
about the importance of food stores as haberdashery outlets and 
even less about the importance of haberdashery to food stores. 
The Census Bureau, with more than a little encouragement from 
the AMA advisory committee is continuing to seek methods for 
providing merchandise line statistics at tolerable cost and within 
the limits imposed by the reporting requirements which can rea- 
sonably be imposed upon and met by retailer respondents. The 
methods finally selected will need to meet the needs of several 
classes of users at least moderately well because the cost will be 
substantial. 

A classification of stores by functions performed might be of 
value to many users if it were possible in a mail canvass, or even 
by field enumeration, to determine functions actually performed 
(not merely allegedly performed) and the significance of these 
functions to the particular retail operation. Unfortunately for this 
view, functions differ in extent offered (delivery, credit, locational 
convenience, hours open, breadth of assortment, effectiveness of 
guarantee) and importance to the retailer. Entenberg* proposes to 
meet this difficulty by classifying retailers into merely two cate- 
gories: full service and limited-service. His full service classi- 
fication is essentially along Victorian concepts of service while 
modern service establishments which offer high levels of services 
of the types many consumers find most relevant (e.g., low time- 
per-transaction, convenience of selection, hours aligned to buyers’ 
convenience rather than seller’s history, locations convenient to 


1. “Suggested Changes in Census Classifications of Retail Trade’’ Journal of 
Marketing January, 1960 pp. 39-43. 
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buyers, parking, relevant assortments, etc.) would be dumped into 
a ‘‘limited-service’’ category. Such a narrow view of service has 
too long been a millstone on the minds of retail management; bet- 
ter marketing demands that blocks to perspective be removed—not 
perpetuated. An example will show how Entenberg’s classification 
would work. The retail stores of a large mail order house would 
be classified as limited service while its catalog offices would 
meet the test of full service. A group of retailers rendering all 
the Victorian services and meeting Entenberg’s test of ‘‘full serv- 
ice’’ recently petitioned the Pennsylvania legislature for a statute 
to prevent their ‘‘limited-service’’ (Entenberg definition) compet- 
itors from offering a service which the ‘‘full service’’ stores did 
not choose to offer! 

Students of marketing have come to realize that the term 
‘*service’’ has content only with reference to the desires and needs 
of customers and cannot be framed according to definitions of 
services which the Victorian carriage trade considered meaning- 
ful. It would be unfortunate if the Census of Retail Trade sought 
to reverse this judgement. A black/white classification is an at- 
tempt at over-simplification which is almost certain to confuse 
rather than enlighten. 

It is, nevertheless, true that we need to know much more about 
type-of-operation within each kind of business. Until further work 
is done along the lines of defining and clearly distinguishing dif- 
ferent types of operation within individual kinds-of-business, how- 
ever, enumeration by detailed types of operation by a mail ques- 
tionnaire seems rather fruitless. It may well be that what is 
required here is much more extensive research in and on the in- 
dustries concerned rather than an attempt to force the statistics 
into unsuitable and archaic molds. 


C. Provision of more cross tabulations 


In addition to the more extensive data by location, more cross 
tabulations of other types are in prospect for the 1958 reports. 

Data for 1954 were reported by sales-size groupings and kind 
of business not only on a national basis but also for city-size 
groups and for individual states and metropolitan areas. In addi- 
tion employee-size groupings by kind of business were published 
for the U.S., for city-size groupings and for individual states. 
This latter is being extended in the new reports to provide sepa- 
rate data for each of the larger counties. There will also be a 
cross-tab of sales and employee size, and separate tabulations by 
sales-size for multiunit firms. 
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These additions will not, of course, satisfy everyone. It is 
doubtful if, from the viewpoint of some prospective user, one can 
ever have too many cross tabs. However, even if cost were not a 
significant consideration, the non-disclosure rule provides a major 
limitation to the provision of more extensive detailed cross-tabu- 
lations in the business censuses. As the area ‘‘blocks’’ are pro- 
gressively made smaller, the number of stores within each block 
is reduced so that all too rapidly the provision of data for smaller 
areas means, ipso facto, a reduction in the detail which can be 
shown—often to the point that not even kind-of-business totals can 
be reported. 


Wholesale Trade and Selected Services 


In general, these censuses are following the 1954 pattern. Op- 
erating cost ratios and merchandise line information will be in- 
cluded in the wholesale census as in the past. 


Early Substantive Results 


To marketers, the locationa! shifts in the retail wholesale and 
service trades are; of course, the matters of primary interest 
whose importance is not easily overestimated. While it is too 
early to undertake analyses of the many other detailed subjects for 
which the Census of Business provides the rich ore, the figures 
which have appeared tend to confirm trends which were observed 
earlier in the 50s. Some of these are of quite general interest. 


(1) Wholesale Trade and Retail trade are continuing to expand 
both in terms of dollar volume and numbers of employees. The 
tendency of wholesale trade to grow slightly more rapidly than re- 
tail trade continues. 

(2) Increased specialization in the economy and the need to 
furnish higher levels of distributive service may well explain the 
continuation of the expansion of the number of firms and establish- 
ments in wholesaling. While the number of retail establishments 
(with payroll) increased only 5.0 per cent, the total number of 
wholesale establishments increased 11 per cent, while the number 
of merchant wholesale establishments increased 13.3 per cent. 

(3) Sales volume per person engaged contir ies to rise, although 
this rise is somewhat more marked in wholesaling than in retail- 
ing. (See table 1) While it will be necessary to await the detail 
tables in order to determine whether, in given kinds of business, 
manufacturers sales branches and offices are improving output 


. 


DATA FROM THE BUSINESS CENSUSES 
TABLE I 


SALES VOLUME PER PERSON ENGAGED IN 
TRADE, 1958 AND 1954* 


Sales Volume Per Person Engaged 


Percent 

Trade Category 1958 1954 Increase 
Retail Trade $ 22,157 $ 20,436 8.4% 
Wholesale Trade 95,428 85,712 1S 
Merchant Wholesalers 61,599 56,425 9.2 
Mfrs. sales branches, 

sales offices 153,832 134,759 14.2 
Petroleum bulk plants, 

terminals, LP 

gas facilities 135,195 103,634 30.5 
Agents and brokers 267,649 264,144 1.3 
Assemblers of Farm products 74,355 69,442 7.1 


*Persons engaged is the sum of number of employees (workweek 
nearest Nov. 15) and active proprietors (Nov.). In the case of 
retail trade, part-time employees are counted as 5 employee 
each, 


per man more rapidly than merchant wholesalers, the overall 
picture would seem to suggest this as a distinct possibility. 

(4) Within the category of wholesale trade, wholesale mer- 
chants continue to obtain the same share, about 425 per cent, as a 
decade ago. Manufacturer’s sales branches and offices continue 
their long term growth reaching 30.8 per cent of wholesale trade, 
up from 29.6 per cent in 1954 and 24.2 per cent in 1929. Petroleum 
bulk stations continue to increase in importance in an oil-driven 
world (7.2 per cent vs. 6.8 per cent in 1954 and 3.6 per cent in 
1929. The continued decline of the country buyer is shown by the 
decline of assemblers (mainly farm products) to 3.3 per cent of 
wholesale trade; these assemblers represented 6.7 per cent of 
wholesale volume in 1929. 

(5) The large percentage growths in retailing have, of course, 
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been in the rapidly expanding commodity lines such as gasoline 
service stations, tire battery and accessory dealers, motorboat 
dealers, trailer dealers and music stores. 

(6) Department stores, having partially overcome their leth- 
argy and the decline in the quantity and quality of services ren- 
dered which characterized them for many years seem to have 
stabilized their position largely through the medium of the more 
convenient suburban store. 

(7) Some earlier trends are continuing. Men’s shoe stores, 
and confectionery stores are losing out to competitors carrying 
broader lines. The decline of the specialty segment in the food 
group continues with their market share falling from about 14.3 
per cent in 1948 to 12.3 per cent in 1954 and now to 10.9 per cent 
in 1958. In the building materials—hardware group, growth has 
been fairly general except for hardware stores which appear static. 

(8) Although small retailing is declining in relative importance, 
the non-payroll group obtaining only 6.3 per cent of the 1958 vol- 
ume, aS compared with 7.0 per cent in 1954, such stores did show 
an increase in both numbers and dollar volume. Non-payroll 
stores still do over 10 per cent of the business in a few specialty 
lines (e.g. specialty food retailing, nonfranchised auto dealers, 
boats and motorcycle dealers, radio and TV stores, antique and 
second hand stores, and in a number of types in which service 
plays a large element such as record shops, drinking places, flo- 
rists, cigar stands, gift shops, pet, hobby, and toy stores). 

(9) Also reflecting the increased importance of service is the 
fact that sales of non-store retailers grew more rapidly than re~ 
tail stores: Merchandise vending machine operators 31.5 per 
cent, direct selling organizations 25.1 per cent and mail-order 
houses 23.5 per cent. ‘ 


Conclusion 


As the detailed data becomes available, marketers as well as 
merchants will want to study the various aspects of the changing 
retailing pattern with considerable care. The census has provided 
a mine of very rich ore. It is being made easier to tap by the shift 
to the 1957 Standard Industrial Classification and the finding aids 
which will be provided. But whether you are a retailer concerned 
with operations or a marketer concerned with distribution, the 
mining is up to you. 


Part Five 


MARKETING RESEARCH 


F. Methods and Sources in 


International Marketing Research 


45. APPLICATION OF STORE AUDIT 
RESEARCH IN INTERNATIONAL 
MARKETS 


Arthur C. Nielsen, Jr.* 


HE past ten years have witnessed a sustained and intensified 

interest in foreign marketing. It is very likely that this inter- 
est will continue to grow in the decade ahead, since many of the 
conditions that brought it about are still with us. I am referring 
to such considerations as excess production capacity at home, in- 
creasingly severe domestic competition, the prospect of higher 
profit margins abroad, a desire to emulate the success in foreign 
markets achieved by others, and the publicity given to opportuni- 
ties created by such trade groups as the European Common Mar- 
ket. Under these conditions, it is only natural, I think, that we at 
A, C. Nielsen Company would find ourselves receiving an increas- 
ing number of inquiries for more specific information regarding 
marketing conditions to be encountered in an ever-growing number 
of countries. 

Based on our own experience in overseas markets, which now 
dates back more than 20 years, I can state with conviction that, 
when properly undertaken, marketing abroad involves little more 
risk or difficulty than selling in your own country. In fact, the 
going is somewhat easier in many cases. However, just as you 
must know as much as possible about the needs of your customers 
at home and how best to satisfy them, so also is this knowledge 
essential in foreign markets. In fact, our experience indicates 
that precise information on foreign markets is even more impor- 
tant because these markets are often different in one or more es- 
sential respects and our own personal knowledge of them is less. 
Because we are farther removed from them, there is alsoa 
greater chance for fundamental changes to occur without our 
knowledge—changes which, if known, would signal the need for 
modifications in the product itself or in our method of selling it. 

On the other hand, if we are armed with all of the essential 
facts, our knowledge of conditions should be adequate and our 
prospects for continuing success greatly improved. A little time 


*Arthur C. Nielsen, Jr., President, A. C. Nielsen Company. 
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spent in learning and planning in advance for the conditions to be 
encountered in a new country will often pay big dividends in terms 
of much more rapid and broadscale success. Similarly, I have 
seen a number of cases in which lack of knowledge regarding 
some essential, though perhaps obscure, point slowed down the 
whole program or resulted in heavy losses. 

It is here in this area of fact-gathering that marketing re- 
search is able to perform a valuable service for those seriously 
interested in capturing their fair share of the mushrooming world 
markets. Gathering accurate information is not an easy job in it- 
self. Many of the types of information needed by the average busi- 
nessman are often either completely unavailable or, if available, 
of doubtful validity. Much depends upon the attitude of the govern- 
ments and their willingness to appropriate funds for the gathering 
of essential census type or bench mark statistics. Without a firm 
foundation of reliable basic statistics covering such important 
characteristics as population, income, and distribution, the work 
of the market researcher is greatly handicapped. 

In our own case, it takes us typically about two years of pre- 
liminary data collection and validation before we are ready to pro- 
duce reports for clients. To do so without this step-by-step pro- 
cedure would run the risk of supplying inaccurate information 
which, if acted upon, might seriously damage our clients’ busi- 
ness. In some cases, we have even had to bear part or all of the 
expense of gathering the basic census data so vitally necessary to 
the foundation of any sound marketing research program. For 
example, in Australia and New Zealand, we cooperated with the 
government and trade associations in planning and tabulating the 
first census of distribution for those countries. And, in the United 
Kingdom, we made a cemplete census of the food and drug indus- 
tries at our own expense—a sizeable undertaking which took more 
than a year in itself. Despite these and other obstacles, we have— 
with financial and other valuable support from our clients—been 
able to provide marketing research services covering Australia, 
Belgium, Canada, Ireland, France, Netherlands, New Zealand, 
Sweden, Switzerland, United Kingdom and West Germany, and ad- 
ditional countries under active study at this time include Italy, 
Austria, and Japan. 

From the researcher’s point of view, establishing facilities 
abroad for the benefit of potential users is not only a difficult job 
—it is also a risky job financially. It requires a considerable pre- 
investment in training of staff, necessary capital investments in 
equipment, a willingness to suffer operating losses for a period of 
years while a reputationis being established and local businessmen 
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educated to the values of marketing research as a tool of scientif- 
ic management, 

The cost of marketing research, expressed as a percentage of 
sales, is usually higher abroad than in the United States. The 
major reason for this can be found in the laws of statistics them- 
selves. Unfortunately, it is not safe to employ in Canada, for 
example, sample sizes 1/14 that used in the United States just be- 
cause the Canadian purchasing power is roughly 1/14 that of the 
United States, or that research cost in Holland should be only 1/46 
of the United States because Dutch purchasing power is 1/46 of 
the USA. In market research the cost of most surveys is almost 
directly proportional to the sample sizes employed. Wage and 
other costs are, of course, lower in most foreign countries than 
in the United States. Productivity, on the other hand, while vary- 
ing from country to country, is generally lower than in the United 
States—not so much because the people are less able or willing to 
work, but because there is often a lack of the latest and most ef- 
ficient business and other machines needed to process the data. 
Then, too, the volume of work is usually smaller which means that 
it is not possible to take advantage of the greater efficiencies in- 
herent in the larger size electronic computers. Our company has 
overcome the latter obstacle by setting up Data Processing Cen- 
ters which can serve a number of countries at one time, thereby 
reducing costs. But when all is said and done, those who pay the 
research bill must, I fear, reconcile themselves to setting up 
larger budgets, as a percent of sales, for foreign marketing re- 
search than they have been accustomed to providing here in the 
United States. 

The question then arises—Is the extra cost economically justi- 
fied? Certainly one must take into account the present and poten- 
tial volume of business which can be done on the product in each 
country. Where the country is small, the need for research is 
also small—because a good manager can usually get about, call 
regularly on his major customers, and in this way keep himself 
adequately informed. As the country increases in potential as well 
as geographic size, the opportunity for marketing research to 
contribute to profits surely increases. In any case, to be of value 
the researcher must have a sufficient budget to do the job proper- 
ly. Otherwise, the client is in danger of acting on unreliable data 
which could damage his business. 

Experience has repeatedly shown that research expenditures in 
the area of 1% of sales are a sound corporate investment. If we 
did not firmly believe this ourselves, we never would run the risks 
of establishing research facilities on foreign soil. We have had 
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the experience, in trying to start such companies, of calling on 
literally hundreds of local businessmen in certain countries, ex- 
plaining what marketing research is and how it can help them, 
only to be told that business was very good as it was, etc., that 
they saw no need to use marketing research. We have persevered 
because we have seen it happen time and time again that the com- 
panies which run their businesses based upon facts rather than on 
opinion invariably progress at the expense of their less informed 
competitors. As soon as the local businessman realizes that his 
international competitors are outmaneuvering him because—with 
the aid of market research or business intelligence—they know the 
market better than he does, he, too, begins to use it. It is a mat- 
ter of education. 

Since most of my discussion will be based on our experience in 
applying the Nielsen Retail Index Services to the marketing prob- 
lems of our international clients, it might be helpful if I first re- 
view the Nielsen Retail Index method so that we will all know the 
source of my facts. In the Nielsen Retail Index Services, we find 
out for manufacturers precisely what is happening to their product 
and to their competitors’ inthe retail stores, which are, of course, 
the final link in the chain from manufacturer to consumer. If you 
are not familiar with this research technique, your immediate re- 
action might logically be—‘‘Why can’t Nielsen clients determine 
from their own sales records all of the facts they need for their 
management planning and control?’’ The answer is that these 
manufacturers are too far removed from the ultimate consumers 
of their products (see Chart A). 

In drug, food, confectionery, tobacco and many other lines, 
manufacturers do not sell directly to the consumer but sell to in- 
termediaries, such a§ chain and wholesale warehouses, which, in 
turn, ship to chain and independent retail stores. These retailers 
then sell to the ultimate consumer. The inventories in the chain 
and wholesale warehouses and in the retail stores are so great, 
and they fluctuate so widely from month to month, often for rea- 
sons beyond the manufacturers control, that the volume of orders 
received or the amount of goods shipped at the factory in any given 
month is usually quite different from the amount of goods moved 
into the hands of the consumer across the retail counters. While 
this fact is understood in principle by nearly everyone, the extent 
to which consumer sales differ from factory sales, particularly 
under today’s conditions, is not fully appreciated by most execu-~ 
tives. It is vitally important to know consumer sales for the man- 
ufacturer may be spending hundreds of thousands or millions of 
dollars for various advertising and merchandising efforts to 
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Chart A — FLOW OF CONSUMER GOODS 
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stimulate the flow of his goods at the point of consumption (see 
Chart A). 

When a manufacturer makes a definite change in any phase of 
his marketing effort, his factory sales for the next few months do 
not ordinarily give a true indication of the extent to which the 
change affects his consumer sales. What he really needs is a 
consumer sales curve. The contrast between factory sales and 
consumer sales as shown on this chart is by no means exagger- 
ated. In fact, far greater contrasts are often common. If, in ad- 
dition to this consumer sales curve for the entire country, the 
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Chart B — FACTORY SALES VERSUS 
CONSUMER SALES 
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| CONSUMER SALES 
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manufacturer could have a separate curve in the same form for 
each territory, each county-size, each store-size, etc., he could 
learn the results of every move made (see Chart B). 

Furthermore, it would be ideal to have a similar set of con- 
sumer sales curves for each competitor. Then, the client would 
know more about each competitor’s sales than the competitor him- 
self knows. By watching the true result of every competitive 
move, experience as to profitable and unprofitable methods can be 
accumulated much more rapidly than would be possible if the 
manufacturer had to rely entirely on his own experience. The 
ability to measure consumer sales of our client’s own brands plus 
those of his competitors is one of the key features of the Nielsen 
Retail Index Services. 

How do we go about gathering these data on consumer sales? 
Every 60 days detailed audits of invoices and inventories are con- 
ducted in over 12,000 chain and independent retail stores through- 
out the world which have been selected in such a manner that their 
sales furnish a true cross-section of the sales of all stores of 
their type in each country and in each industry we serve—food, 
drug, pharmaceutical, liquor, photographic, confectionery, and 
tobacco, (see Chart C). 
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Chart C — CONSUMER SALES - 
ALL BRANDS 
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Chart D illustrates the store selection method employed by the 
Nielsen Food Index in the United States. Other industries and 


other countries are handled in a similar manner. Each territory, 
each county-size, and each store type and size is represented in 
its proper proportion. A contract is made with each store and 
with the headquarters of each chain organization which gives us 
the privilege of taking inventories and auditing the invoices for all 
goods coming into the store. Cooperating chains and independents 
are compensated with cash and marketing information. 

Chart E illustrates the principles employed in determining 
consumer sales and other marketing data in retail stores. Note 
that the dealer is not relied upon for any sales information, He 
merely saves every invoice and permits us to count his stocks of 
those products that we cover. 

The store auditing, while simple in principle, is exceedingly 
complex in practice. Field auditors must be familiar with all the 
tricks in buying, selling, and invoicing every type of product 
audited. An idea of the magnitude of the field auditing job may be 
had by noting that our field staff numbers about 250 in the United 
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Chart D — FOOD STORE REPRESENTATION 
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States, 70 in Germany, more than 110 in the United Kingdom, etc. 
All of these are full-time, career men who have undergone inten- 
sive training before being allowed to work their first store. For 
example, in the United States, each field auditor first undergoes 
six months of intensive training in a special achool that we main- 
tain just for that purpose. Similar programs are in effect in other 
countries, 

The basic field data is first re-checked for accuracy within its 
home country and is then sent to our production centers located in 
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Chart E — PRINCIPLES OF NIELSEN 
INDEX AUDITING 
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Chicago, Fond du Lac, and Green Bay, in this country, in Lucerne, 
Switzerland for Continental Europe, in Oxford England for the 
United Kingdom and Ireland, in Toronto, and in Sydney for Austra- 
lia and New Zealand. At these locations the data is expanded to 
totals for the entire country and for each area, county size, store 
type and size, etc. 

In the case of food stores in the United States, the upper half of 
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Chart F provides a complete list of the data secured every 60 
days. At the bottom is shown the breakdowns into which this in- 
formation is subdivided. A basically similar list of data is gath- 
ered and reported in each country. It is important to note that this 
work is repeated every 60 days, so that trends are determined on 
all types of information. The continuous nature of our Retail Index 
Service is one of its primary virtues. Some have compared our 
service to a moving picture of the market where each new develop- 
ment in product, package, price, or type of promotion can be 
readily observed and studied as it unfolds. 
The end product of our efforts consists of two things: 


First—a bimonthly report book containing the detailed in- 
formation outlined on Chart F. 

Second—and perhaps of even greater importance, the 
personal services of our client service executives who 
help the client apply the information contained in the re- 
ports to the solution of his marketing problems. They do 
this by means of personal consultation and charted pre- 
sentations highlighting the most significant marketing 
developments occurring during each bimonthly period. 


It’s important to note that it is the job of these client service exec- 
utives to learn as much as possible about the marketing methods 
and problems of each particular country in which they operate. 
Almost without exception they are natives of the country under 
study. Thus, they should be in a position to interpret the facts in 
the light of local marketing conditions within each country. 

In addition to our overseas Retail Index Services, the rapid rise 
of television advertising’ in a number of countries has resulted in a 
demand for audience measurement ratings. Measurements are 
now supplied in Canada, United Kingdom, and Western Germany. 
Facilities are also available in some countries for conducting 
specialized consumer and industrial surveys as well. 

But so much for the problems and methods of the researcher, 
Your main concern is how this type of marketing research can be 
applied to reduce the risk and increase the profitability of your 
own international marketing activities. In order to demonstrate 
some of the major applications, I will draw on the experiences of 
our resident managers and client service executives in various 
countries. These are actual case histories. The names of the 
client, his brand, and, in some cases, his product have had to be 
masked to avoid disclosure of confidential information. In review- 
ing these case histories, I think you will be struck with the 
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similarity in basic marketing principles involved. We might con- 
clude that it’s only the situations that change from country to 
country. It is this ever-shifting scene which requires accurate 
measurement by marketing research. 

Let us turn first to a situation with which few of us in the 
United States have had any experience, at least in recent years. I 
am referring to virtual monopoly power in a given market, which 
has been not too uncommon in Europe and many other parts of the 
world. One of the most profound changes that is coming from the 
emergence of the European Common Market, the ‘‘Outer Seven,’’ 
and other mutual trade areas is the gradual elimination of monop- 
oly industries. Strong brands from one country are now invading 
markets in other countries that have hitherto been the domain of a 
single manufacturer or group. As this happens, the marketing 
management of the monopoly power faces entirely new situations 
and must completely overhaul its historic marketing strategy. 


Case History #1 - Introduction of New Brands 
in a Monopoly Market 


INTRODUCTION of NEW BRANDS ox 
A MONOPOLY MARKET 


14 


A 
TURNING POINT” 


Experience with monopoly situations in several countries has 
already demonstrated the extreme usefulness of store audit re- 
search. Here is a case in which a Swiss manufacturer suddenly 
found his old domain invaded by competition for the first time. 
One and one-half years after the influx of competition, the total 
sales of the monopoly brand were down about twelve and one-half 
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per cent. In the absence of other information, it might logically 
be concluded that the new brands had captured only twelve and 
one-half per cent of the market. But the facts shed quite a differ- 
ent light on the matter. The truth is that the introduction of new 
brands had expanded the total market by 17 per cent, and the lead- 
er’s share of this expanded market was now down to 74 per cent— 
a serious threat, indeed! He had lost, in fact, a full quarter of his 
market! 

What was the solution? For the first time within the experience 
of its management, the monopoly power had to engage in direct 
competitive tactics to hold his market. A whole new group of 
marketing men had to be hired and trained. They increased their 
total advertising and merchandising budget and turned to a series 
of special offers. As a result, they gradually reversed this down- 
ward share-of-market trend for the first time and in the course of 
the last three bimonthly periods had recovered from a low of 74 
per cent of total industry sales to 78 per cent. By measuring the 
size of the total market and the share of each competitor, store 
audit research made it possible to measure the true proportions of 
the threat and thereby to determine the type and quantity of com- 
petitive action needed to meet it. Furthermore, by virtue of their 
continuous nature, our reports enabled the client to measure the 
effectiveness of the counter-measures taken. This client used 
marketing research as a defensive tool. Let’s now turn to the 
other side of the coin and see in what ways it can be helpful when 
on the offense—such as when entering a new market. 

Since store audit data on most important commodities have 
been available in the United States since 1933, it is a very com- 
mon practice for American marketers to avail themselves of so- 
called back-data reports on the historical size and essential 
characteristics of any new market they are contemplating enter- 
ing. With the passage of each year, our library of similar histori- 
cal data on various overseas markets also increases. Such in- 
formation can be of great help in accurately ‘‘sizing up” a new 
market before taking the plunge. It can also be useful in assigning 
priorities as to which countries should be developed first. 


Cast History #2 - Use of Historical Data 
When Entering a New 
Market 


Let me illustrate by means of another case history in which a 
successful European manufacturer used historical store audit data 
in formulating his marketing strategy in introducing his product 
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USING HISTORICAL DATA WHEN ENTERING A 
NEW MARKET TO PRE-DETERMINE : 


. SIZE AND TREND OF TOTAL MARKET 
. STRENGTH OF COMPETITION 
PRICE LEVELS 
DISTRIBUTION OBJECTIVE 
CHANNELS OF DISTRIBUTION 
SIZE OF SALES FORCE 
. RETAIL INVENTORY LEVELS 
& CONSUMER PREFERENCE BY PRODUCT TYPE. 


into Holland. Here are some of the vital facts about the new mar- 
ket revealed by the back-data report: 


1. The total market for the product has been expanding rapidly, 
almost doubling in three years. 

2. There were three main competitors. Their share of the 
market and marketing policies could be analyzed in detail. 

3. These competing brands were selling at much lower prices 
than those at which the client traditionally sold his own brand in 
other countries. This was partly due to differences in profit mar- 
gins and commission scales allowed for services performed by 
intermediaries. 

4. From a study of the location of sales by geographical areas 
and store types, it was concluded that a national distribution of 
close to 75 per cent would suffice for the time being. 

5. Virtually all store deliveries were made by wholesalers, 
which would make their cooperation essential to success in the 
new market. 

6. However, in order to achieve the distribution goal within a 
reasonable period of time, it would be necessary for the client’s 
own salesmen to make fairly frequent calls on the stores in order 
to book orders. He estimated that a sales force of 30 to 35 men 
would be necessary to obtain the distribution goal. 

7. Grocers in the new market normally kept inventories at a 
minimum, with less than two months’ supply in stock. 

8. Certain flavors were in much greater demand than had been 
his experience elsewhere, and he even lacked entirely one of the 
most important flavors. 
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With this much information on hand, the client felt that he was 
capable of launching a successful national campaign from the start. 
He reduced his prices to more nearly competitive levels, added 
the missing flavor, set an introductory advertising budget ata 
level somewhat above competitive advertising efforts, and estab- 
lished 15 per cent of the market as the first-year target. When 
the year was up, our reports indicated that he had achieved his 
goal with a little margin to spare. 

However valuable historical data may be, it still will not tell 
precisely how consumers react to a specific new products, its 
package, its price, its advertising program, and all of the other 
ingredients of success or failure. For this reason, many manu- 
facturers have turned to test marketing—i.e., trying out proposed 
new products or marketing ideas under actual consumer buying 
conditions in small areas before risking large sums of money on 
a national scale, checking the test results by means of store audit 
research. This concept of test marketing is possibly the most 
significant recent phenomenon in the evolution of scientific mar- 
keting. It is truly scientific in its application. It permits varying 
methods of marketing to be experimented with and furnishes a re- 
liable measure of the results obtained by each. It proceeds from 
a different premise than the so-called qualitative or ‘‘reason 
why’”’ research. In essence, it says—‘‘We need not concern our- 
selves with why people behave as they do. The valuable knowledge 
is that a particular appeal is stronger than all others tested—for 
whatever reason. We will use it until we find a better one.’’ 

Some people have thought that the rapid growth of test market- 
ing in the United States was attributable to the size of the risk in- 
volved in introducing a new product or making a basic marketing 
change in a country as large as ours. However, developments in 
Europe and elsewhere have begun to disprove this theory. After 
all, regardless of the size of the total market, if it’s worth going 
after, it’s worth going after in the most effective, efficient way 
possible. To achieve this objective, clients have begun asking us 
to conduct tests in many different countries, some of them quite 
small. 


Case History #3 - Introducing a New Product 
by Test Marketing 


Here is a case in which one of the world’s leading marketers (a 
United States concern, by the way) decided to introduce a recently 
developed, radically new product in Belgium, which is barely lar- 
ger than the state of Illinois in total population. Before doing so, 
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INTRODUCING A NEW PRODUCT & TEST MARKETING 
TEST AREA NATIONAL MARKET 
60 


BI-MONTHLY 
PERIOD 


however, he first launched the product in one test town of less than 
40,000 population, using a carefully planned promotional program 
centered around strong local advertising and a special introduc- 
tory price offer. The product and its promotional program were 
so successful in the test town, settling to a 37 per cent share of 
the market as early as the fourth month, that he decided to expand 
the same campaign nationally. After 14 months, his national share 
of the market is ranging close to 40 per cent about in line with 
test-market expectations. I might also add that the test-market 
campaign achieved a distribution level of 75 per cent; the national 
distribution was 79 per cent—very close indeed. 

Experiences such as this are proving the value of test market- 
ing in all countries, regardless of size. Furthermore, with the 
advent of the Common Market, we expect to see a still more rapid 
expansion of international test marketing, as the stakes involved 
in full-scale campaigns approach those of the United States. 

So far we have been talking primarily about entering new mar- 
kets with established products or introducing new products. The 
increased pace of competition abroad is also resulting in more 
changes in present products in an effort to increase consumer 
satisfaction, attract attention, and capture a large share of the 
market. 
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Case History #4 - Introducing a New Package 
Size on a Sectional Basis 


The next case is from West Germany and involves a prominent 
world marketer who chose to introduce an important new package 
size of his product. It is also interesting to note that he chose to 
introduce the new package size on a sectional, or territory-by- 
territory basis, carefully measuring his success in each area by 
store audit research before moving on to the next area. 


INTRODUCING A NEW PACKAGE SIZE 
on A SECTIONAL BASIS 


(NEW PACKAGE SIZE AS % OF TOTAL SALES) 


TOTAL SALES 


SMALL SIZE 


LARGE SIZE 


BI-MONTHLY PERIODS 
QETER INTRODUCTION 3 9 0 8 7 


3 
AREA | AREA 2 NATIONAL 
(YEAR 1) (YEAR 2) (YEAR 3) 


Let’s look at the story in greater detail. First the client 
wanted to introduce a new family-size package that was about three 
and one-half times larger than his standard package and priced 
about two and one-half times higher. In introducing this larger 
package, he had to face three paramount questions: 


1. Was there a real consumer demand for the new size? A 
considerable capital investment was required in new production 
machinery, containers, and packing cases. 

2. Would its larger size be an obstacle to full-scale distribu- 
tion—i.e., would grocers hesitate to stock it in view of their al- 
ready crowded shelf space and storage conditions? 
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3. How should it be promoted—with the traditional heavy em- 
phasis on in-store displays and billboards, or via the newly intro- 
duced television media? 


To find the answers to these questions, he first introduced his 
product in one predominantly metropolitan area within Germany, 
using his traditional in-store and billboard advertising approach. 
His success was excellent. Within three bimonthly periods—or six 
months—after introduction, the new larger package size accounted 
for 72 per cent of his consumer sales, and distribution proved to 
be no problem at all. After still another year, share of sales had 
leveled off to 66 per cent with distribution still excellent. En- 
couraged by this success, the client then moved to another area, 
this one with a greater proportion of rural and small stores. 
Again the new package size was a success, climbing to 59 per cent 
of total sales within six months. ‘This time, however, share of 
sales steadily dropped from this peak, falling to 47 per cent six- 
teen months after introduction. 

Close analysis of the store audit reports revealed that he was 
losing distribution of the new size, especially in the smaller 
stores. In an endeavor to correct it, he continued his traditional 
merchandising methods but supplemented them with a strong tele- 
vision campaign. This was immediately effective in lifting the 
share back to 50 per cent. Subsequent experiments with TV in this 
area demonstrated that it was an extremely effective medium in 
holding both distribution and share, even with substantially reduced 
in-store promotion. On the basis of this experience, the client 
shifted part of his advertising budget from in-store to TV and has 
successfully extended the new package size nationally. 

However, notwithstanding the importance of packaging and 
choice of advertising media, probably the toughest decisions in 
world marketing revolve around price and its relationship to 
product quality. Failure to understand the true relationship be- 
tween price and product quality is one of the most deceptive pit- 
falls in international marketing. We have discovered that attitudes 
on this subject vary from country to country and even within prod- 
uct lines—apparently for a whole host of reasons, some obscure 
and some obvious. For example, there seems to be no firm re- 
lationship between buyers’ attitudes against sub-standard quality 
and willingness to pay for premium quality if offered. For exam- 
ple, just because many Danes insist on seeing that food is handled 
properly, it does not necessarily follow that they will select the 
brand which is offered in the extra fancy packaging when the prod- 
uct so packaged costs more. 
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Case History #5 - Gauging the True Impor- 
tance of Price vs. Quality 


GAUGING THE TRUE IMPORTANCE of PRICE vs. QUALITY 


(SHARE OF MARKET-% ) 


ALL OTHERS 


QUALITY 
30 BRAND “A” 


BASE PERIOD 6MOS LATER 18 MOS LATER 


We recently had further illustration of the importance of this 
problem in another European country. One local manufacturer 
had long held almost 40 per cent of the market in one of his lines, 
This product was similar in quality and price to all others being 
marketed at the time. Furthermore, he never questioned the wis- 
dom of sticking to this particular level of quality because he had 
conducted consumer research that showed that consumers did not 
mind paying a premium price for a good product. 

Then came the real test of this hypothesis. A foreign manu- 
facturer entered the market with a lower quality item. Initial dis- 
tribution was obtained via sales through a very strong independent 
buying group. The product was priced about 11 per cent lower 
than his brand. Would people willingly continue to pay more for 
high quality now that they were actually offered a lower-priced al- 
ternative? The answer was that many would not. Within just six 
months, the new, lower-priced, lower-quality brand had captured 
13 per cent of the market and had reduced the share of the pre- 
mium brand to 30 per cent, almost a one-fourth reduction in his 
historic market position. With the foundation of his long-term 
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market strategy seriously shaken by this new development, our 
client countered with his own second brand—this one also of re- 
duced quality but selling at a price fractionally lower than the new 
competitor. Within one more year, his own brand had gained an 
additional 15 per cent of the market. 

The two main lessons are clear: 


First—It is extremely easy to misjudge the very intangi- 
ble and delicate relationship between price and quality. 
Notice especially that the mistake in this case was made 
in ‘fits own back yard’’ by a local organization with many 
years of experience in its field. 

Second—although consumer research can be extremely 
helpful in formulating hypotheses on which to base initial 
strategy, such hypotheses must be proven under actual 
market conditions before they can be reduced to working 
law. There is often a big difference in what people say 
they will buy—and what they actually do buy, particularly 
where products are offered at different prices. 


It is clear from all of these cases that any management oper- 
ating without up-to-date information regarding consumer sales is 
working under a distinct handicap—a handicap which is not only 
unnecessary but can prove to be very costly as well. Even when 
facts are available, there is always the problem of placing the 
correct interpretation on them, for until this has been done, a 
proper course of action can scarcely be developed. 

Many of us tend to analyze a problem based upon our own ex- 
perience and the particular problems which confront our respec- 
tive area of business responsibility. As a consequence, it is pos- 
sible to encounter a point-of-view distortion when analyzing a set 
of facts. For example, what may be a perfectly valid interpreta- 
tion of the facts from one man’s position could lead to a course of 
action which would admittedly solve his problem—but which, at the 
same time, might create other equally severe problems elsewhere 
within the business. 

Someone, or perhaps some small group, must ultimately weigh 
all of these matters carefully and hopefully chart a course which 
will be the best for the entire business, taking into account all the 
differing points of view. Oftentimes, the independent analysis of 
an outside researcher can be helpful. This is not to say that we 
will get rid of the differences which exist in men’s views as to the 
best way to solve a marketing problem. But in international mar- 
keting, the differences in viewpoint seem to be greater in some 
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cases than those which exist in the home market. This may be 
due to the greater distances involved—differences in language, 
trade customs, legislation, differing strengths and availability of 
advertising media and promotional devices—all of which are im- 
portant but difficult to remember accurately for each and every 
country. 


Case History #6 - Measuring the Real Extent 


of In-Store Support by 
Retailers 


MEASURING TRUE EXTENT of IN-STORE 
SUPPORT 4y RETAILERS 


15% 
(OF STORES USING 
GOODS DISPLAYS 02 
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JUNE/JULY PERIOD 
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Very recently we had an experience in Western Germany that 
showed the importance of point-of-view differences in striking 
fashion. This case involved a client who had long been a great be- 
liever in in-store promotional aids, such as merchandise displays, 
point-of-sale and window banners, etc. In fact, he spent so much 
money in this area that he had to operate on a rather limited bud- 
get in other media. Part of his confidencein the in-store approach 
was based on an annual survey by his salesmen of the per cent of 
stores using at least some of the material they supplied. The 
salesmen’s reports always showed about a 75 per cent use rate. 
When this manufacturer subscribed to our store audit services, 
he was surprised to see us report that only 28 per cent of the 
stores were actually using either his in-store material or goods 
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displays. Our figures were so much lower than those which he had 
always taken for gospel that he decided to have a one-time study 
conducted by members of his advertising department. They found 
only 30 per cent usage of the in-store material. Although this 
client is still a bel¥ever in point-of-sale merchandising, he has 
understandably realigned his advertising budget with greater em- 
phasis on other consumer media—and with excellent results. In 
addition, he made a study to find out how to improve his in-store 
sales aids so that they would fit in better with the needs of his re- 
tail accounts. 

So far we have been talking about the use of research under 
free marketing conditions. Although the effect of government in- 
terference in business in other countries is generally exaggerated, 
it can not be denied or overlooked. Marketing research has often 
been extremely helpful under these conditions, too. 


Case History #7 - Correcting Discrimination 
in Government Allocation 
of Materials 


CORRECTING DISCRIMINATION IN GOVERNMENT 
ALLOCATION OF MATERIALS 


(SHARE OF TOTAL CONSUMER SALES %) 


BRAND*A" 


RATIONING RATIONING 


Let me illustrate with the case of a British client who was en- 
gaged in a line of business in which the government found it neces- 
sary to allocate packaging materials for what was believed to be a 
temporary period of time. The allocation order was designed to 
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insure maintenance of the status quo regarding the relative sales 
positions of the various competing manufacturers in the field; 
however, our research quickly revealed very substantial declines 
in the consumer sales volume of our client, accompanied by cor- 
responding gains for one of his competitors. We could only con- 
clude that there was some serious defect in the allocation order 
or in its administration. Armed with these indisputable facts, our 
client went to the appropriate authorities, who soon corrected the 
condition with the result that the competitive sales position of our 
client was quickly restored. 

I hope that by means of these case histories I have been able 
to demonstrate at least a few of the practical applications of store 
audit research in international marketing. Since space does not 
permit a fuller detailing of other applications, let me mention but 
a few by name only: The allocation of sales effort by type of retail 
outlet, determining the most effective in-store display materials, 
estimating the market potential before introducing a new product, 
testing alternative methods of distribution, introducing a quality 
product in a price market, deciding whether to imitate a new prod- 
uct type introduced by a competitor, measuring the influence of 
private labels, the effect of self-service stores on marketing 
policy, the effectiveness of consumer promotions versus dealer 
promotions, etc. 

Perhaps you will agree that for the mostpart, regardless of the 
country, the basic marketing principles remain much the same. 
The case histories we have discussed would seem to indicate that 
it’s the situations in which these principles are applied that change. 
If this is true, then the job of international marketing research 
would appear to be to measure these situations, explore them 
more fully, and hopefully remove some of the ‘‘mystery’’ from 
these strange markets. 


46. WORLD MARKET POTENTIALS AS 
DEVELOPED FOR 3M’S OVERSEAS 
OPERATION 


R. J. Conners* 


E at 3M are interested in markets—that is, profitable mar- 
kets. Markets that mean profits to you and me and our com- 
panies, 

It is also a fair question to ask why certain U.S. companies 
should be fussing around in various parts of the globe when they 
are doing very well right here at home. There are really a host of 
reasons for a company to extend its trade beyond its own national 
borders but let’s inquire as to why this subject has become so in- 
teresting and has assumed such importance to much of the busi- 
ness world. In addition to the present day urgency for expanding 
the philosophy of free enterprise throughout the world to counter- 
act the economic and political thrust of the Soviet Bloc, it seems 
to me that there appear to be two main reasons why international 
markets loom so important in our current thinking. 

First, it is imperative that products are introduced abroad, to 
establish trademarks, and to actively engage in trade and manu- 
facture to protect patent positions. If this is not done, others may 
do so, and, in time, become challenging competitors on our own 
shores. You are all familiar with the impact of the Japanese opti- 
cal industry on the rest of the worldand more recently the success 
of foreign automotive, manufacturers in penetrating the U.S. mar- 
ket. 

In addition to the defensive need to occupy markets abroad is 
the opportunity presented to become aware of and, in turn, to be in 
a position to take advantage of technique and know-how in foreign 
countries. These are compelling economic reasons for expanding 
beyond our own borders and explain why some of us are accepting 
the ‘‘Global Concept of Doing Business.’’ Those who do not sub- 
scribe to this philosophy may be faced with new difficulties and 
possibly may not survive the new economic pressures which are 
rapidly developing. 


*R. J. Conners, Manager, International Division Market Research, Minnesota 
Mining and Manufacturing Company. 
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To substantiate this ‘‘Global Concept of Doing Business,’’ I 
would like to quote from statements made by others interested in 
this field. Mr. Cyril C. Herrmann, Vice President of Arthur D, 
Little, Inc., in a speech on ‘‘Planning a Market Campaign Over- 
seas’’ told the International Executives Association Convention in 
New York: 


‘‘There are powerful pressures and incentives for U.S, 
companies to overcome their ‘domestic urge’ and develop 
overseas marketing programs. .. Before 1970 we will 
have global marketing programs utilizing all available 
startegies including the export of innovative new products 
flowing from U.S, research efforts, manufacture abroad 
for sale in overseas markets, and foreign sourcing for 
sale in U.S, markets. .. By utilizing our marketing 
strengths, our businesses will prosper and we will beat 
the Russians in the contest for overseas markets.’’ 


Mr. H, E, Humphreys, Jr., Chairman of U. S. Rubber Co. advises 
that American Industry ‘‘go global.’’ Speaking to the Manufactur- 
ing Chemists Association, Humphreys said: ‘‘that the great new 
mass markets opening up abroad can be our markets as well as 
markets of our competitors. Reorganization for global operations 
must become an increasingly important part of every company’s 
planning.’’ 

Second, there is a more immediate and selfish reason, and that 
is, ‘‘The Profit and Growth Potential which exists in World Mar- 
kets.’’ But before this can be measured, even in the broad sense, 
we need to know something about the potential which exists in 
foreign markets. This is the subject which I want to delve into in 
more detail. 

3M first became interested in this problem about eight years 
ago, when the decision to enter directly into the international mar- 
ket was made by our Board of Directors. Shortly after this time, 
the Director of Sales asked Mr. Church this question. ‘Harlan, 
how much business should 3M Company be doing in Mexico—and as 
a matter of fact, Harlan, maybe some of your boys in the financial 
group can come up with an answer of how much we should be doing 
in the major markets of the world—but don’t ask me to define what 
the major markets of the world are. That is a problem for your 
financial wizards.’’ To Mr. Church this seemed like a fair ques- 
tion and one that deserved an answer. 

We didn’t really know how to go about tackling the problem as 
we manufacture and market some 25,000 different items which are 
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important in most forms of industrial activity in addition toa 
great variety of consumer type products. To try to measure the 
probable market in a given economy for all of our varieties of 
products appeared to us to be a superhuman task. The method 
which was finally developed seems best suited to a company such 
as ours with a multiplicity of product lines. I don’t think that this 
technique would be of much use to the Singer Sewing Machine 
Company, for example. 

Recognizing that most of our products have world wide appeal, 
our management was in need of some overall guide, and some 
sense of direction in developing our international marketing pro- 
grams. There also appeared to be a need to refine world markets 
in some fashion, for reasons of time, cost and expediency and a 
decision was made to examine all countries with a population in 
excess of two million. This amounts to some 67 countries. Our 
next question was—‘‘What did we want to know about these coun- 
tries?’’ After about five years of experience, we have settled on 
the following indices as part of our market indicator package: 


SLIDE 1 


POPULATION INCOME & EXPORTS 


a) Total 

b) Urban 

c) Student 
Enrollment 


a) National Income 

b) Exports 

c) % of Exports to be 
National Income 


INDUSTRIAL IND, GENERAL IND, 


a) Steel Consumption 


a) Telephones in Use 


b) Kilowatt Hrs. Prod. 
c) Motor Vehicles in 
Operation 


b) Radio Sets in Use 
c) Newspaper 
Circulation 


d) Paper Consumption 


The initial gathering job was quite a chore but now has become 
more routine, After the statistics were collected, we ranked each 
factor. The summation of these rankings resulted in an overall 
standing such that we now believe that the United Kingdom is our 
number one market, that Brazil ranks #7, Mexico 15th, and so on. 

We then narrowed the study of foreign markets somewhat fur- 
ther, namely—the ‘‘Top 30’’ countries which were arrived at using 
the method just mentioned, and further detailed in the blue folder 
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passed out to you. We do not wish to infer that we are inactive in 
markets other than the ‘‘Top 30.’’ Far from it. The ‘‘Top 30’’ 
country category is simply indicative of those markets which of- 
fer, in our opinion, the quickest reward as well as probably the 
greatest potential. This annual study gives our management a 
focus on world markets and a base for comparison. The next step 
is the determination of the probable potential which exists in spe- 
cific countries. 

There were two things that we wanted to know about our mar- 
kets abroad, their size and their quality. We have defined size in 
terms of total population. To arrive at amarket’s quality, we have 
studied the internal situation in each country to learn something of 
its ‘‘economic level.’’ In order to measure potential and compare 
what has been accomplished to date, we selected the United States 
as a base or reference point for comparison. The most recent 
information and that which we are reviewing today is the situation 
as we found it in the United States in 1959. 

On this slide! you will note that the population in the U.S, in 
1959 was 177 million and also six economic factors which repre- 
sent various forms of economic activity as they existed during that 
year. These factors are: 


National Income 

Steel Consumption 
Kilowatt Hours Produced 
Motor Vehicle Registration 
Telephones in Use 

Radios in Use. 


There is no doubt but what other factors could have been selected 
and included in this group. The work of our international market 
research staff during the past 33 years indicates, however, that 
the six indices mentioned here satisfactorily serve our purpose. 

We have seen fit to compare population and the same economic 
factors in other countries of the world to see how those countries 
are doing as compared to the United States. 

On this slide showing Canada, a country in which we have a 
manufacturing operation, you will note that its population is ten 
per cent of the U.S. We then used the same six factors, reduced 
them to a per capita level, and compared each of the six against 
the U.S, equivalent. The average of the six factors gives a figure 


1. Mr. Conners used slides to illustrate the points of emphasis in his talk. 
The slides, however, were not available for reproduction in the proceedings. 
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which we call the Economic Level. All this states is, that based 
on these factors the economic level in Canadais 78 per cent of that 
in the United States. This is our quality factor which is the second 
item that we needed to develop the potential. Therefore, we have 
an indication that, overall, Canada has a market potential equal to 
10 per cent of 78 per cent or 7.8 per cent of the U.S. Keep in mind 
this is an Economic Potential only. It does not infer consumer 
acceptance. In certain economies, products may be better re- 
ceived or not as well received as in the United States. Our prod- 
ucts cover such a wide range both industrial and consumer that 
the overall economic situation is of great interest to us. 

In this slide showing the United Kingdom, we see that its popu- 
lation is 29 per cent of the United States. Again, using the same 
six factors, we arrive at an Economic Level of 46 per cent or a 
calculated potential of the U.S. market amounting to 13 per cent. 

Population in France is 25 per cent of the United States, its 
Economic Level is 38 per cent—with an indicated potential of nine 
per cent, 

Leaving Europe and travelling to our Latin American friends 
we note Brazil. Its population, in relation to the United States is 
36 per cent. The Economic Level is six per cent—and potential 
two per cent. 

The last country I’d like to show is Australia which has six per 
cent of the population of the U.S. but boasts an Economic Level of 
50 per cent. 

On this slide, we have recapped the points made about the five 
countries which have been selected for comparison, We find in 
Brazil that, although it has the largest population of the five, its 
Economic Level is the lowest. On the other hand, Canada, with the 
second smallest population, has the highest Economic Level. The 
column on the far right reveals the probable potential, namely: 13 
per cent in the United Kingdom; nine per cent in France, two per 
cent in Brazil, three per cent in Australia, and eight per cent in 
Canada—all as compared with the U.S, Using this approach ona 
country by country basis we are able to obtain some concept of 
the probable volume that is available to us in international mar- 
kets based on U.S, performance. 

The totality of individual country potentials can be reduced to 
world summaries in various ways: One way is to categorize the 
world by type of market as manufacturing market, selected export 
markets, and other areas. Another approach would follow geo- 
graphic lines as Europe, Latin America, Africa, etc. Still a third 
method might be to classify according to regional markets. The 
development of the European Common Market, Free Trade Area, 
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and others dictates viewing these from the standpoint of an eco- 
nomic bloc as opposed to individual countries. 

The approach that I have talked about is relatively simple, 
easily understood, and one tailored for a multi-product concern. 
It is not intended nor does it claim pinpoint accuracy. This could 
not be expected since we do not have the wealth of statistics avail- 
able to us that the U.S. researcher has nor does the reliability 
always measure up to U.S, standards. Varying techniques must be 
employed based on the data available to the investigator. The ap- 
proach has been used in 3M International and we regard it asa 
necessary aid in planning for manpower and facility requirements 
as well as for marketing and other managerial decisions. 

Production of goods and services is not the only difficulty be- 
fore us as better marketing and distribution of available products 
is a problem facing the free world. Our studies, along with others, 
indicate a large world potential existent for many products pro- 
duced in the United States. Can U.S. marketing meet this chal- 
lenge? 
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47. NEW SOURCES FOR FOREIGN 
MARKET RESEARCH AND 
HOW TO USE THEM 


Lubertus Smilde* 


F we really want to broach this broad subject profitably, we 

shall have to restrict ourselves geographically and materially. 
Foreign markets—on second thought I prefer the definition inter- 
national markets—means about two and a half billion people in 
over 275 countries and areas. Should we wish to express interna- 
tional markets in terms of products and services, we soon should 
have a list of thousands of items. In today’s international market 
research we are in constant danger of not seeing the woods for the 
trees. Information about billions of people and thousands of prod- 
ucts and services is coming to us in increasing volume from in- 
numerable channels and hundreds of sources. For this reason I 
believe that the technique of finding the channels and tapping the 
sources is of greater importance than listing the channels and 
enumerating the sources. 

In order to come down to brass tacks, that is concrete cases, I 
shall forego describing the setting of international market re- 
search in great detail. I shall give without much explanation a few 
necessary back props. We need them, as I shall soon show, for 
very practical purposes. 


The Setting. 


World markets are today and will be tomorrow expanding, inte- 
grating or fluctuating. By ‘fluctuating’ I mean, for instance, that a 
product enjoying a first place in world trade may be relegated to a 
second place in regional trade on account of the industrialization 
now going on in many countries. The reverse situation is also 
possible. 

The character of world markets is such that, in my opinion, 
international market research should be organized under the um- 
brella of economic and social research. In Exhibit I, I have listed 
also some types other than market research. 


*Lubertus Smilde, Economist, Editor of International Market Guide Series, 
J. Walter Thompson Company. 
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EXHIBIT 1 


INTERNATIONAL MARKET RESEARCH 


should be organized 
under umbrella of 


ECONOMIC AND SOCIAL RESEARCH 


and can profitably 
use findings of... 


OFFICIAL RESEARCH PRIVATE RESEARCH 
CENSUSES CONSUMPTION 

quantitative 
ECONOMIC DEVELOPMENT qualitative 
MARKET INTEGRATION 


DISTRIBUTION 
ae MARKET DEVELOP- INDUSTRIAL DESIGN 


product 
COMMUNICATIONS packaging 
incl, TELEVISION MEDIA 


PUBLIC OPINION MACRO-ECONOMIC 
incL INVESTMENT 
FACTORS 


PUBLIC OPINION 


International market research has increasingly gained recog- 
nition and momentum after 1945 on account of the operation of four 
major economic forces. I have listed them in Exhibit II. The 
forces have revealed themselves and continue to do so in the form 
of programs. These four programs have always been, for| me, 
excellent |guideposts| for finding and tapping international market 
research sources. 

The four programs have created a steadily growing and im- 
proving supply of data from many channels and sources, I shall 
mention a number of them when I come to concrete cases. Listing 
of the sources by category of origin as I have done in Exhibit III is 
not, I admit, of very great value. In the first place, it is well nigh 
impossible to be complete. The other day a German book reached 
my desk. In 200 pages its author deals with advertising and sell- 
ing in the Common Market. He also mentions the channels and 
sources for market data. Should you want me to quote these 
sources now, I should be droning names and titles for fifteen min- 
utes. 

In the second place, it is my experience that—as I like to 
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EXHIBIT II 


INTERNATIONAL MARKET 


has gained post-War II 
Recognition and Momentum 
and has found 


NEW SOURCES 
through 


GUIDED CONSUMPTION, RECONSTRUCTION AND 
AID PROGRAMS. 

. ECONOMIC DEVELOPMENT PROGRAMS. 
FOREIGN TRADE PROMOTION PROGRAMS. 
MARKET INTEGRATION PROGRAMS. 


These programs have brought about directly or 
indirectly. .. 


EXHIBIT III 


an EVER GROWING and BETTER SUPPLY 
of DATA from MANY SOURCES 
for instance: 


Public 


Government RESEARCH SPECIALISTS 
domestic 
foreign 


International 
Organizations, e.g. 


Business Associations, e.g. 
Chambers 


Trade Associations, e.g. 
Export Promotions 


Industry Associations, e.g. 
IATA 


Universities, Banks, 
Development Trade Press 
Organizations, e.g. 
World Bank, IDA BUT... 


express it—one will find data for international market research 
‘nowhere and everywhere’. I have laid down for myself three 
principles of research technique. The three are found in Exhibit 
IV. Principle No. 3 only looks unpleasant. In reality it gives zest 
and pleasure to international market research. 

I am coming to concrete cases now. Whenever I have to find 
out something about a product or service I always use as guides 


1 

2 

3 

4 

O.E.E.C, & 
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EXHIBIT IV 


NO SINGLE SOURCE OR FIXED 
SET OF SOURCES WILL DO FOR 
YOUR PRODUCT OR SERVICE 
3 Research Technique Principles: 


No. 1 DO IT OR HAVE IT DONE ON THE SPOT, AS A 


RULE 
and 
No. 2 COLLECT AT HOME BASIC OR TENTATIVE 
DATA 
but 


No. 3 EXPECT MOST FROM ‘UNEXPECTED’ SOURCES 


the four programs of Exhibit II. It will be very seldom that a 
product or service is not part of one or more programs. I shall 
cite a number of cases. 


Guided Consumption. 


Immediately after World War II scarcity of raw materials led 
some governments to investigate consumer preferential purchase 
plans. In several countries these investigations have been con- 
tinued, sometimes in modified form by nongovernment organiza- 
tions, 


Examples: Holland (1946/47): ‘‘How would you like to refill 
your empty linen closet’’? 


France: by the national institute of statistics in 
1954: ‘‘What and how much do you buy of 
wearing apparel in a year’’? 


India; The government established in 1950 a con- 

tinual National Sample Survey in collabora- 

tion with the Indian Statistical Institute. They have published about 

20 reports on ten rounds and their findings on the pattern of con- 

sumer expenditure provide the first national assessment of family 

budgets at various economic levels. The National Sample Surveys 

are described in a UN report as ‘‘thebiggest and most comprehen- 

sive sampling inquiry which has so far been undertaken in any 
country of the world.’’ 
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Reconstruction and Aid Programs. 


I am sure that you all know the long list of economic surveys 
published or sponsored by the U., S, and foreign government agen- 
cies, by institutes, universities, foundations and business organi- 
zations. I have taken two reports from the documentation shelves 
of this type of my company’s Information Center: 


Honduras, A Problem in Economic Development 
Vincent Chechhi and Associates 
The Twentieth Century Fund. New York, 1959. 


Economic Development of Iraq 
International Bank for Reconstruction and Development 
Johns Hopkins Press. Baltimore, 1952. 


Economic Development. 


We have a great range of excellent reports. I mention, for in- 
stance, the U. S. Department of Commerce series ‘Investments 
in. . .’’ I think of the annual Survey of the Brazilian Economy by 
the Brazilian Embassy in Washington, D. C. However, I use by 
preference the, often unpublished, industry branch surveys. I like 
them because they sometimes contain specific product data on 
past, present and estimated future imports, exports, production, 
distribution and consumption. Just list the countries that have 
active economic development programs, see which branches of 
industry they promote and keep an eye open always. To illustrate 
the necessity of being alert, I quote the (Canadian) paper ‘‘Foreign 
Trade’’ of May 21, 1960: 


‘‘"India—The Government of India will set up a coalmining 
machinery plant in Durapur, West Bengal, incollaboration 
with the Soviet Union. The plant is expected to go into 
production by the end of 1962. Its production range. . .is 
said to be the largest of any single unit in the world. . . 
The plant will have its own foundry and total cost has been 
estimated at $50 million. . .’’ 


Export Promotion Programs. 


I follow the same technique here as in the case of integrating 
markets. If the product you make is also on the export promotion 
program of a nation, you may expect in such a country, good data 
on export markets. My system is to look up the foreign counter- 


Yum 
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parts of ‘‘Foreign Commerce Weekly.’’ I have always found these 
papers very rewarding. Don’t forget that the European countries 
and Japan are no longer the only ones that are active in promoting 
exports. You may find helpful for your purpose papers like 
Australia’s ‘‘Overseas Training,’’ Canada’s ‘‘Foreign Trade,’’ 
India’s ‘‘Commerce.’’ Russia and Satellites is another group we 
should not neglect to look at. With respect to export trade pro- 
motion, the U. S. Department of Commerce now is taking the bull 
by the horns with strong and able hands. 


Market Integration. 


This force which has been operative since 1945 on an ever 
wider and almost global scale is the origin of a steady stream of 
general economic and down to earth regional market data. The 
movement started, as you know, with the integration of the Benelux 
countries, the E.E.C. or Common Market followed, the Efta or 
European Free Trade area was started last month. I think we 
should not forget the Central American and South American com- 
mon market agreements. Integration is going on in the Near East. 
Japan is promoting the idea for the Far East. 

If I have to find data on a product which is widely made or sold 
in an integrating market area, I first try to determine which mem- 
ber-country in such area must expect most competition if her in- 
dustry making the product under study will gradually lose tariff 
protection. Sometimes it is more than one member-country you 
have to look at. It is seldom that you will not find pertinent re- 
gional facts on your product in the trade press, in government 
publications or in industry associations bulletins of these member- 
countries. My advice is also not to overlook the industry or prod- 
uct index on current literature of the CM, O.E.E.C, and U.N, I ad- 
mire the French sources. The British are doing good work in 
connection with the Efta, 

In Exhibit IV I have mentioned as Principle No. 3, ‘‘Expect 
most from ‘Unexpected’ Sources.’’ In Exhibits V and VI, I have 
given two illustrations of this principle. Exhibit V shows that 
good market documentation can be found everywhere. Only exper- 
ience will tell what sources are best for a given product or serv- 
ice. But, as in nature, sources may come and go. 

Exhibit VI shows that source titles may be misleading. Take, 
for example, that article ‘‘British imports of manufactured goods’’ 
in the (British) ‘‘National Institute Economic Review.’’ In addi- 
tion to imports the article deals with many other factors related 
to manufactures. These factors in turn are analyzed in relation 
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EXHIBIT V 


APPLIANCES, A World’s Favorite 
7 STORIES, 7 SOURCES 


The Financial Times 


EXPORTS OF DOMESTIC 
APPLIANCES 


Storming the Kitchen 


There are more ways than one to mechanise 
Manufacturers have differe 


hire purshase surging 
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EXHIBIT VI 


NEW AND EXPANDING MARKETS New or More 
EXPORT PROMOTION Documentation 
MARKET INTEGRATIONS Sources 


WEST AFRICA 


The Motor Trade in West Africa: 1 
Tee \ CORRESPONDENT 
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to the United Kingdom and to other leading manufacturing coun- 
tries. 

From a Swedish source recently came a survey of marketing 
in the European Common Market. It is a work of about 1,000 
pages, and its price tag runs into the three figures in dollars. The 
1,000 pages alone have convinced me that an inadequate and super- 
ficial treatment of our topic was inescapable. Yes, inadequate I 
have been, For instance, I have not mentioned anywhere two good 
general sources: the ‘‘Marketing Articles’’ of the oldtimer ‘‘jour- 
nal of Marketing’’ and the ‘‘Reference Guide’’ of the newcomer 
‘‘The International Executive.’’ Herewith amended. 
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48a. THE NEW PRODUCT FUNCTION 
AS A RESEARCH MAN SEES IT 


R. L. Atkinson* 


HE published subject, ‘‘The New Product Function as a Re- 

search Man Sees It,’’ like most other subjects, can be explored 
in several different directions. A research director, for example, 
might choose to look inwardly and to define the scope of the sub- 
ject in terms of the question, ‘‘What is the function of the research 
division in the development of new products?’’ This is an impor- 
tant question and one might profitably spend much more than the 
allowed time in investigating this area. On the other hand, a re- 
search director might look from his own bailiwick, outward to the 
organization as a whole and ask the question, ‘‘What is the place of 
the research division in the new products scheme?’’ This is fully 
as significant in terms of the research point of view on new prod- 
ucts. This question immediately suggests that a new products 
program is a structure consisting of many parts of which the re- 
search function is but one, and all of which must perform smoothly 
in order that each division may do its job most effectively. It 
leads, then, into this question, ‘‘What are the elements of a poten- 
tially successful new products program?’’ Not alone may this 
question be asked by the research director—the sales manager, 
merchandising manager, and others are fully as concerned. How- 
ever, this morning let us first take the outward look, through the 
eyes of research, and discuss, briefly, some of the elements 
which this division expects to find in a new products structure. 

The first and most important question is, ‘‘Does the company 
have a new products policy?’’ Actually, the question should be 
more penetrating than this, since, in all probability, it would be 
answered affirmatively in the great majority of cases. Rather, is 
the policy defined sufficiently clearly as to be useful in conducting 
a program and specifically in terms of direction and assistance to 
research? 

In exploring this question on company policy on new products, 
let us pause a minute to review the general situation in the area. 
This cult of new product worship had its genesis in the immediate 


*R. L. Atkinson, Director of Research, Personal Products Corp. 
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post-war years, following the stagnation of the depression Thirties 
and the war-time demands of the early Forties. It gushed from 
the excess of production facilities accumulated during the war; it 
was supported by the pent up reserves of purchasing power in the 
hands of the general public and, in no small part, it was inspired 
by the potential which scientific and technical research had dem- 
onstrated in its wartime accomplishments. In the thinking of many 
top managements, it was necessary simply to turn this new power 
of research into other directions and new products would flow in 
abundance. Thus, new products and research became synonymous 
—to establish a new products policy, a company set up a research 
division. It is not that easy. The formulation of a new products 
policy requires the most careful attention of each division of the 
company and the molding of these many attitudes into a policy for 
the guidance of all concerned. The elements of this policy will 
vary from company to company, depending on the nature of its 
business and the status of its products—are the products in a stage 
of vigorous growth? Are they on a plateau? Are they ‘‘over the 
peak?’’ What are the company strengths and weaknesses? Its pos- 
sibilities in other directions? And on and on—the fact is that the 
important function of technical research will frequently fail to 
perform effectively and efficiently in the absence of a well defined 
new products policy enunciated by the top level of management. 

The adoption of a policy is not enough in itself. It must be 
translated into a working, aggressive program. All too frequently, 
company policies are formulated, recorded in the minutes of the 
Board of Directors meetings and placed on file to be pulled out as 
the occasion demands. I wish there were some other term for a 
statement of basic underlying concepts. We are trying to develop 
here a picture of an active, carefully formulated and well under- 
stood corporate attitude toward new products. 

What, then, would research look for in the picture to which we 
refer. The company which I represent is involved in the produc- 
tion and distribution of packaged goods for sale over the retail 
counter. Our combined interests, generally, are in consumer 
goods. A complex situation is presented in this area in terms of 
new product interest. In many cases the expenditure of substantial 
sums of money starts at the point at which technical research is 
practically finished. The cost of market testing, distribution, 
surveys, and test advertising are much the greater part of the ex- 
pense involved in bringing a product to acceptance for national 
distribution. The sales and merchandising picture of a product, or 
a line of products, is of great importance in making a decision as 
to the definition of specific areas which will receive attention. For 
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the type of products which are in our sphere of interest, this is 
generally true regardless of the approach; whether it be a newly 
conceived product, an improved product, or one very similar to a 
currently sold product. We, then, may ask, ‘‘Does the company 
have the facilities, the organization to establish the line or lines of 
new products to be developed within the framework of the over-all 
policy?’’ Usually, the spade work and preliminary investigations 
can be performed more expeditiously and more objectively by a 
group which does not have direct responsibility for the operation 
of the current business lines. 

Passing now to more specific but just as important considera- 
tions, let us give attention to the fact than an assignment to techni- 
cal research to work on a designated line of products is too broad 
for maximum effectiveness. Information is required with regard 
to the individual products which make up the line. This is perhaps 
most readily illustrated by example. Suppose that a line of house- 
hold cleaners is to include a disinfectant. This product is out- 
lined to research as a light-duty disinfectant for use in water for 
dishwashing; for wiping sinks and tubs; for use in washing clothes; 
for light cleaning purposes around the kitchen; and for use on the 
hands. It is to be colorless; non-staining; non-irritating; non- 
toxic; with a light, pleasant odor; and in a dilute liquid form. Such 
an outline of product properties gets the development work under 
way from a starting block which is agreed upon by all divisions of 
the company. It avoids surprises and disappointments at some 
later date. Naturally, the guide posts may be altered or revised as 
the work progresses. But this, also, through a mechanism of 
common acceptance, By this sort of procedure, technical research 
spends no time on components or compositions which do not fit 
the pattern of the desired product and can move quickly and con- 
fidently to the desired result. 

The several elements of the new product structure which have 
been discussed to this point are not easy to attain, but it would ap- 
pear that experienced management people would not quarrel with 
the desirabilities or, perhaps, the necessities—they might not 
agree upon the type of organization for these purposes or the 
means of implementing the activities. However, let us now look at 
a question which I am sure will prove to be controversial and sub- 
ject to a variety of opinions and interpretations. In simple form it 
may be stated so, ‘‘Is there a commitment to proceed if the prod- 
uct development work is successful?’’ This is short, blunt, and 
obviously over literal—nonetheless, it is serious and meaningful. 
It is a means of conveying to the research worker an assurance 
that if successful, something will come of his efforts. It is well 
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known that a chief cause of discontent among technical people is, 
in their words, ‘‘Nothing is done with my developments.’’ This is 
also a device through which a research director may allocate his 
technical manhours, always in short supply, to those projects 
which are most likely to result in profits for the company. 

To explore somewhat further the manner in which this require- 
ment contributes to the new products program, we must first 
admit that in a world of drug and grocery products you can not ask 
anyone to guarantee an action at some ‘‘X’’ date in the future. 
Nevertheless, it is a very useful device by which to assure serious 
consideration of all the factors involved in a specific new product 
development. There are many—some easily attainable and others 
quite elusive. A few of the more straight-forward: (1) the size of 
the market; (2) the competitive situation; (3) the type of promotion 
required; (4) the availability of personnel and financial resources; 
—now for a few which are not quite so concise: (1) the need which 
is fulfilled by the product; (2) the level of interest on the part of 
the consumer; (3) an understanding of the performance which the 
consumer will demand of the product; (4) an understanding of the 
consumer reaction to other attributes of the product. If we use a 
device which causes us to give careful thought to factors of the 
type enumerated, we shall be in a very much improved position in 
terms of successful new products. 

This has been a quick outward look at a few of the corporate 
functions. It is not complete by any means and, of course, it is 
not the only approach to a successful program, Neither is it the 
intent to suggest that the questions which have been raised are the 
responsibility, entirely, of divisions other than technical research 
and that the specifications should be handed to us in neat, finished 
packages. Rather, it is the intention to emphasize the conviction 
that new products is the business of the entire organization and to 
suggest that each and every division is involved directly. In each 
of the proposed devices research has a direct responsibility and 
in other directions it has specific and special contributions to 
make. As a member of top management, it takes part in the es~ 
tablishment of the over-all company policy. It is in a unique posi- 
tion to advise in connection with the selection of lines of new 
product development and the attributes of individual products. The 
staff of a research division is made up of people who are particu- 
larly suited and capable in contributing to new product explora- 
tions in the early and intermediate stages. At the very core of 
new product development is ‘‘ideas’’, if I may use this term as a 
collective unity. A research department lives on ideas. These 
may originate anywhere inside or outside a company. The re- 
search division is particularly fitted to review and test such ideas. 
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It is of great importance to conduct these investigations in a man- 
ner conducive to encouragement of the submission of ideas and, 
also, with an objectivity which is in the best interests of the com- 
pany. 

From another facet, it is reasonable to expect a fairly steady 
flow of ideas from the research group. As a single source, it 
should be the most prolific. The men and women of research are 
working day by day on improvements and innovations of the cur- 
rent products. Frequently, the changes will be sufficient to create 
essentially a new product. They are acquainted with competitive 
products and with lines of products close to the company’s line. 
Within the framework of a definite policy and with the encourage- 
ment of an active program, the research group will produce many 
valuable suggestions. One source of ideas is very largely in the 
hands of research. This is a knowledge of the results of research 
and development in other industries and other branches of science 
and technology. An alertness and appreciation as to the possibility 
of the application of such knowledge to new products which might 
fit the company pattern will bring many suggestions. 

Going now to some of the more precise and clearly definable 
responsibilities of research, we would propose the following: 


1. A careful review of the proposal covering a product in 
terms of the compatibility of the attributes and other 
factors involved in the general picture. 

2. The possibility of accomplishment. In other words, 
does the experience and knowledge of the research 
group indicate that the proposed plan may reasonably 
be considered as a good bet in terms of accomplish- 
ment, 

3. The time factor involved. How much time will it take 
to follow the development program to a conclusion. 

4, The probable cost of the development. 


The basic function of research, of course, is to organize a pro- 
gram which will maximize the chances of orderly development of 
the product most quickly and most economically. This involves 
furnishing the personnel and facilities required, whether these be 
found within the organization or in outside research or consulting 
groups. In our opinion, a part of this responsibility includes prod- 
uct testing in terms of function and attributes. Research should 
undertake to deliver a product which is in accordance with the out- 
line of specifications and to pass along with the product the assur- 
ance that within the scope of laboratory examination or other suit- 
able form of testing, the ‘‘technical’’ attributes are as requested 
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or within specified limits. The aesthetic and psychological aspects 
of a product are not normally within the testing facilities of the 
research division, although it is not unusual for this division to 
have available test groups which may be used as a means of se- 
curing indications in these directions, There is also the readily 
apparent obligation to maintain close contact with other parts of 
the company organization in order that progress may be well 
communicated and, also, more importantly, to provide immediate 
consideration of changes which are indicated during the course of 
the work, either by way of improvement or due to inability to meet 
any of the conditions. In fact, in many structures, the devices of 
communication are organized on a basis of regularly scheduled 
meetings, 

This is a look-around at the company new product structure 
from the point of view of research in terms of WHAT and not so 
much of WHO or HOW. We have not probed inside the research 
group nor, for that matter, into any of the other divisions. Only as 
we approached the periphery of the research division did we start 
to place tags on the members of a specific group. The attempt has 
been to point out the answers which are required and the scope 
of the attention which is indicated. You will realize, also, that 
much of the foregoing has reference to new products developed 
within an organization. Success will come to some companies in 
new products, but most likely to those which organize for this area 
fully as carefully as for the functions ofthe regular business. 
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48b. THE NEW PRODUCT FUNCTION 
AS A FINANCE MAN SEES IT 


Harry Hodge* 


ROM a financial and control point of view, the problems created 

by new products are generally identical regardless of size of 
company or industry. Solutions on the other hand differ by size of 
company and industry but most of all, they differ by companies due 
to the personality of the financial executive and the personalities 
of other members of management. Hence, I can make statements 
regarding the problems freely and without fear of contradiction. 
Inasmuch as solutions would arouse as much controversy among 
the finance and control fraternity as among representatives of 
other functions of a business, any solutions presented are the 
product of my current convictions and my career experiences. 
They should not be considered as the solutions you could expect 
from a majority or even any other individual from my field of en- 
d2avor. 

The first problem is elementary. What is a new product? Does 
it have to be physically different from any other existing product 
or can it be something that is just made by a different process, or 
perhaps already on the market but new to your company’s product 
line? Is it a refined version of an existing product or merely a 
product of other than existing quality? As elementary as this 
problem may seem, it has been my experience that it is the excep- 
tional company that will deliberately set about defining what it 
means by a new product. 

A corollary to this problem is, when does a new product be- 
come a ‘‘product.’’ The timing can range all the way from the 
first mental conception up to the time that the first routine order 
is secured from a customer. 

First knowledge of the product is another problem to the finan- 
cial and control executive and the timing can range from the idea 
stage through the prototype stage, the market testing stage, to the 
sales stage. Many companies have a perverted idea of the secrecy 
that must be observed and many are naive as to the information 
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an alert control employee can decipher from routine commitment 
and expenditure evidence, Official knowledge, however, is an es- 
sential to the accurate isolation of the cost of a new product. 

This leads to another problem concerning the manner in which 
finance and control personnel first learn of the new product and 
here the range runs from company gossip through home gossip, 
press releases, advertising media to notice of first shipment. 

More often than not the financial executive receives no official 
notice of the adoption of a new product and consequently he must 
depend upon alertness to basic routine data or upon the previously 
mentioned unofficial communications devices. I do not believe I 
would be contradicted by any other finance and control executive if 
_I stated that some officially defined and adhered to practice for in- 
forming the financial and control department is necessary. The 
point of communication may vary but should be fixed and under- 
stood and adhered to by all personnel. 

Coming closer to the type of problem which the financial and 
control executive is supposed to contend with. What is the cost of 
a new product? Is it merely the materials and labor that can be 
identified with each unit? Does it include and provide for develop- 
ment cost, the cost of unique equipment to make, the cost of mar- 
ket research and testing, the cost to promote and establish a mar- 
ket? It is extremely important that a decision regarding the 
specific cost elements to be included, should be made and under- 
stood or that the responsibility for making such a decision be 
specifically assigned. If assigned, it becomes the duty of the ap- 
pointed individual to make certain that all affected personnel un- 
derstand the elements of cost per the decision. 

Still another problem is the point of first profit return. Any 
determination of profit involves the establishment of a sales price, 
so it becomes important to determine who establishes the price 
and how it is established. Is it based on cost and if so, what cost 
elements are included? Is it based on what the market will bear 
and if so, how is this determined? Who is responsible for the de- 
termination and what costs are expected to be absorbed? Here 
again it is important that management either make the decision or 
assign the responsibility and authority to an individual. In either 
case, the decision should be specific and should be understood by 
all affected personnel. 

There are of course, many additional problems of a specific 
nature and perhaps some others of a more or less universal na-~ 
ture but those I have enumerated exist for certain and almost with- 
out exception. As I have stated, there is no one all-satisfying 
solution to these problems and I believe that many finance 
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executives, including myself, would be well satisfied with any 
orderly, completely understood and well observed routine. 

I will undertake to outline an orderly approach which will avoid 
these problems and at the same time lead me into my subject 
which is, the new products function, from a finance and control 
viewpoint. 

First, however, I will advance a concept of research expendi- 
ture that has not been generally accepted by business to date, 
namely, that research expenditures are not a cost of doing busi- 
ness but rather one of the purposes for which earnings are re- 
tained. Depending upon the company, the earnings of a period are 
normally earmarked for dividends, working capital or plant. My 
concept would add research to this list. This concept gives an in- 
vestment flavor to research expenditures and enables one to look 
upon research and new product expenditure as running parallel to 
expenditures for new plant. 

Investment in new product, hence, would parallel investment in 
new plant. The concept begins with the idea for a new product 
paralleling the idea for a new plant. When a decision is made to 
pursue the idea of new plant construction the next thought is that of 
financing. Parallel thinking would bring the financing of the new 
product into play at this point also. With financing at least tenta- 
tively developed, in the case of plant, we would secure services of 
an architect. For the new product we would secure the services of 
the company’s or some professional research skills. The result 
of the architects efforts would become tangible in the form of 
blueprints. The manufacturing and/or assembly specifications for 
the new product would be the equivalent. The construction of a 
model of the new plant would be paralleled by prototype of product 
utilized for market research. In the case of the new product the 
pricing effort would follow in chronological order and would take 
into consideration the return of the investment in the new product 
just as the establishment of depreciation of the new plant is uti- 
lized to return the investment. There are many considerations 
precedent to the determination of the period of depreciation or the 
period set for return of investment. Pricing effort involves con- 
sideration of profit which in the case of the new product would be 
the excess over the established cost segments plus a factor for 
amortization of the investment, just as profit on new plant would 
be excess over cost to operate plus depreciation. Finally, delivery 
of the new product to the sales department for inclusion in the 
product line would parallel the turning over of the new plant for 
occupancy and use. 

Thinking members of the marketing fraternity I believe, can 
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readily estimate the advantage of some such orderly approach. 
There will certainly be a sufficiency of advantages to warrant the 
undertaking and initiating of some orderly approach as a joint 
venture with the financial and control function. 

Now as to the specific subject at hand, the first question to be 
answered is; Should a ‘‘new product function’’ be recognized as 
such; all new product activity segregated from other activities of 
the business; and a new products function constituted as a separate 
organizational segment? After a review of prevailing problems 
and after outlining an orderly approach that should avoid all or 
most of these problems, I could hardly take a position that would 
not advocate and support the recognition of new products activities 
as constituting a functional operation of a business. There is also 
an impersonal argument for this position, namely, that in the fore- 
seeable future no abatement of the public’s interest in variety can 
be predicted. The alternatives are either to remain static or lose 
stature if we confine ourselves to staple products or keep pace 
with the public’s ability to digest additional varieties. 

Recognition of new products activities as a separate function 
will create many problems as would the recognition and creation 
of any new function that is assembled from activities previously 
performed in part by other functions. The implementation of the 
decision requires management fortitude proportionate to the de- 
gree of segregation. For the more complete the segregation the 
greater the number of current activities or the greater portion of 
some current activity is going to be affected, accompanied by a 
corresponding decrease and/or transfer of responsibility. Morale 
and personality problems must be faced, a fact that always seems 
distasteful to management. My observation is that the objective 
can be most readily accomplished by delegating the authority and 
responsibility to a competent individual, preferably one who has 
been ‘‘through the mill’’ of organizing a new function and who will 
not be influenced by personal affections or disaffections. This ap- 
proach is usually regarded by management as the harshest and 
most difficult approach. In actual practice, however, it seldom 
fails to smoothen and expedite the implementation of the organiza- 
tional change. The route that timid management will resort to is 
the appointment of a committee or a liaison executive to work 
across organizational lines. My observation is that committees 
are usually ineffective in producing prompt and practical results 
and that there is nothing more frustrating to a competent executive 
than responsibility without authority which is the liaison concept. 
I would advocate the delegating of both responsibility and authority 
within a limited sphere of operation in preference to establishing 
committee or liaison responsibility in a broader sphere. 
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What is the range of skills required to effectively maintain a 
new products function? The range of skill is of course proportion- 
ate to the scope of segregation. To begin with it is my concept 
that ideas depend on alertness and not on skill. Statistics pub- 
lished by the Management Research Department of Booz, Allen 
and Hamilton in 1959, indicate that, by analysis, new product ideas 
in 71 major companies originated through marketing personnel— 
32.4 per cent; research and development personnel—26.5 per cent; 
top management—13.1 per cent; customers—10.6 per cent; new 
product department personnel only 6.7 per cent; manufacturing 
personnel 3.7 per cent; and all other sources 7 per cent. These 
Statistics support the contention that a new products function does 
not require an ‘‘idea man.’’ A very small percentage, 6.7 per 
cent, of new products ideas can be expected to originate with new 
products department personnel. Consequently the idea phase of 
the function should be entrusted to an individual with considerable 
organizing and administrative skill who will constantly be alert to 
new products ideas expressed not only by company personnel but 
also by any and all outside sources. An executive who will not sit 
and wait for the ideas to come to him but will actively seek and 
solicit ideas. His abilities should then extend to the proper chan- 
neling of these ideas in accordance with orderly practices and 
procedures which he will establish within the company. The prac- 
tices and procedures involved must recognize that ideas are going 
to be good, bad or indifferent from a number of different points of 
view. They will fit in with company forward planning or they will 
not. They will have greater or lesser profit potential, they will be 
compatible with skills possessed by the company or not. The 
practices and procedures must cull out the desirable from the un- 
desirable and give priority to the ideas with greatest and most im- 
mediate potential; must provide review by proper authority as the 
idea materializes or fails to materialize; or if conditions change 
so as to warrant re-evaluation of a previously rejected idea. 

The second skill, not necessarily with respect to importance, 
but certainly with respect to chronological order of development, 
is financial and control skill. This skill must be supplied by an 
individual capable of independently assembling a complete financial 
projection of each individual idea. I will emphasize the words 
‘‘complete’’ and ‘‘independent.’’ He should have broad enough 
vision to utilize the other skills in the new products division plus 
the skills in the accounting, finance, marketing, and manufacturing 
divisions of the company in predetermining costs, investment, 
price, and volume/profit; in terms of return on sales dollars, re- 
turn on investment and ultimate return to the stockholders. He 


| 
| 


488 DYNAMIC MARKETING FOR A CHANGING WORLD 


should be able to do this independently of the existing accounting 
system, existing facilities and existing finance practices. The in- 
clusion of finance and control as a segment of the new product will 
of course be encroaching upon the prerogatives of the company 
finance and control executive. Consequently, the selection of the 
individual will have to take into consideration personalities in- 
volved. 

Research and development skills: are of course essential. The 
problem in this instance is—should the total research effort be 
integrated into the new products function or should the research 
organization be utilized as a source of professional skill to which 
new product ideas are channeled for development. These of course 
are the two extremes. The first thought might be that if research 
were completely integrated into the new product function that the 
executive in charge would need to be a man of considerable stature 
in so far as pertinent academic and laboratory knowledge and 
training are concerned. This is not necessarily the case. A good 
administrative executive can very often obtain more effective 
performance from specialists than an executive who has the spe- 
cilized training himself. Consequently, research skills are com- 
pletely dependent upon the organizational decision, 

Engineering and Marketing skills are also required in this 
order and should be supplied by individuals as capable of complete 
and independent action as the finance and control individual pre- 
viously described. The marketing representative must be a par- 
ticularly staunch individual who will be completely objective and 
not influenced by the line marketing function in the company. For 
once developed, the success or failure of the new product may 
very well depend upon his astuteness regarding price, volume, ini- 
tial promotion and timing. 

How much time would be required to organize such an inde- 
pendent function? This is a problem that could be discussed with 
greater confidence by an organization planning or personnel exec- 
utive. My opinion which is probably more personal than that of a 
representative of the financial and control fraternity is that after 
management has made a clear-cut decision to establish such a 
function; has specifically outlined the scope of the activity and its 
organization structure; and if it will not pussy-foot on personality 
and human relations problems; that such a function could be or- 
ganized and established by a good administrative executive in six 
to nine months. 

What should be the annual contribution of a mature function to 
a company’s annual sales and profits. This is a somewhat difficult 
problem to contend with. Selling should not be a responsibility of 
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the function nor as a matter of fact, should the actual accumulation 
of profit. The entire function should be concerned with forward 
thinking and forward planning, and it becomes the responsibility of 
management, if sales of new products and profit results as prede- 
termined by the new products function do not materialize, to eval- 
uate the reasonableness of the predetermination; to evaluate the 
performance of the line organization; and to make adjustments in 
the areas indicated by such evaluation. 

On the premise that predetermination will be completely real- 
ized and materialize in all instances, what should the predeter- 
minations contribute? This is also a difficult problem to contend 
with as it will vary widely from industry to industry. In industries 
where styling is a prime factor the problem may be one of merely 
maintaining dollar sales volume and profit. In an industry where 
variety is the principal factor the emphasis may very well be on 
profits and only secondarily on sales. For while an increase in 
variety may prompt the public to increase its spending, there is 
also a tendency to substitute one variety for another and the re- 
sulting product mix may adversely affect sales dollars but should 
certainly not for any extended period be allowed to affect profit 
dollars. In industries with a comparatively long production cycle 
such as automatic equipment where styling and variety are not as 
important as technological improvement, new products should 
certainly add considerably to the unit volume and dollar volume of 
sales and even though per unit profit may decrease, add consider- 
ably to dollars of profit per annum. 

I hope that I have not disappointed you by failing to present 
charts and graphs or hypothetical examples reflecting hypothetical 
results. Such material is usually controversial and invites sharp- 
shooting. I am certain that any well seeded financial man would 
share my contention that it is far more important to an enterprise, 
and to its financial executive, that the company decide what it 
wants to do regarding new products and a new products function; 
and goes about doing it in a formal and orderly manner than it is 
to strive for some mythical mathematical result. 


48ce. THE NEW PRODUCT FUNCTION 
AS A PRODUCTION MAN SEES IT 


John D’Arcy, Jr.* 


HE intent here is a discussion of the development of new prod- 

ucts from the viewpoint of manufacturing management in the 
food business. First of all let me tell you what I believe to be the 
primary objective of the new product department withina company. 
I define the activity as a staff function with the responsibility and 
authority to select and coordinate the development of new products 
which will offer attractive volume and profit potential;—the re- 
sponsibility for replacing obsolete products;—and the responsibil- 
ity for strengthening existing products. 

Secondly, let’s consider how the new products function fits into 
the organization structure. It is our company’s feeling, in which I 
thoroughly concur, that the new products department should re- 
port directly to the president. This is advisable for at least two 
reasons: 1) The obviously vital importance of new products to the 
present and future fortunes of the company. . .and 2) Without di- 
rect entree to top management, a new products staff department 
or unit would be unable to build proper operating relationships 
and to function effectively in advising, planning, and appraising. 
For example, if several departments approach the president or 
executive management with various and ‘‘pet’’ new product pro- 
grams, there will develop very real problems of confusion and 
waste. This, in my judgment, can only be remedied by strong di- 
rect guidance from the president to the new product department, 
which in turn will give strong functional guidance to the supporting 
organizations of research and development, manufacturing, sales, 
marketing, etc. I suggest this is not only the way it should be, but 
that it also makes good practical use of the uncharted organization 
by which any company gets its every-day work done. 

As a third main point, let me suggest what I believe manage- 
ment should expect of its product development activity. First, 
establishment of criteria for the evaluation of new products. One 
of the first assignments of the product development department 
should be to define the standards against which new product 
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suggestions should be evaluated. The criteria selected should be 
approved by the president and the executive management. These 
criteria should be specific and should permit clear distinction be- 
tween desirable and undesirable new products. Taken in total, 
they will describe clearly the course the company intends to fol- 
low in its future product lines. 

Second, encouraging new product suggestions and appraising 
these suggestions. This will require direct solicitation for new 
product suggestions and for improving existing items from sales, 
advertising, research, manufacturing, and top management per- 
sonnel—also customers’ and others outside the company sources. 
The product development department should be the focal point to 
which all suggestions are directed. The new product suggestions 
can then be appraised against the established criteria and a deci- 
sion can be made to reject the suggestion or develop it further. 

Third, evaluating approved suggestions to determine whether 
they should be developed within the company or through acquisition 

. .and fourth, programming the development of new products. 
There is a need for precision in programming the internal devel- 
opment of new products. Programming starts with the decision to 
develop a specific product. At this point, it takes the form ofa 
complete analysis of the product, including its sales and profit 
potential, anticipated requirements in men and money for develop- 
ment, estimated costs for facilities, and other factors needed for 
a sound decision by the president and executive management. The 
next step in programming the development of new products is the 
establishment of budgets. These budgets require each department 
involved to make a definite commitment to participate to the ex- 
tent of a stated dollar amount in the development program, In this 
way the product development department can require that time 
and attention be given to product development in accordance with a 
fixed schedule. Adequate programming also requires that each 
department work against stated schedules and make periodic 
progress reports—product development should determine the 
schedule and priority of new products in the company’s research 
laboratories. This department should also maintain records to 
show the present status of all development projects, and the his- 
tory of all past projects. These records will be valuable in the 
future administration of the department, and they are also neces- 
sary as progress checks in the day-to-day administration of 
present activities. 

Fifth, reporting on the status of product development to the 
president and to executive management. Provision should be 
made for regular and complete reports on the status of product 
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development, in order to achieve the necessary inter-departmental 
co-ordination, 

Sixth, maintaining close liaison with other company depart- 
ments. It is important to assure constant acquaintance of all per- 
sonnel involved in new product projects with progress being made 
in other departments on each product, and to compare schedules 
with actual project performance. Certain departments of a com- 
pany would, of course, have an exceedingly close and working re- 
lationship with the new product department. Some of these are re- 
search and development, manufacturing, commercial research, 
sales, advertising, product publicity, and the controller. The new 
product department is to consult with sales, production, and con- 
troller departmental personnel on existing product line obsoles- 
cence, sales volume, profit margins, turnover, and excess produc- 
tion facilities;. . .and to recommend to management appropriate 
special studies or new product requirements for the solution of 
these problems. As suggested earlier, it is just as necessary in 
striving for efficient control of the new product activity, to have 
clear lines and direction from the president and executive man- 
agement to the new product department, as it is to have good com- 
munication between new products and other departments of the 
organization. The obvious vital importance of new products both 
to the company’s present operations, as well as future success, 
demands regular and complete communications in every way 
practical. 

My fourth main point and final comments deal with the problem 
of new product development and launching. Like most other 
manufacturing or production men, I have long—though secretly— 
dreamed of the day when I could publicly tell marketing people 
about the problems they create in our manufacturing side of the 
house in the development and launching of new products. I find, in 
rather carefully considering this opportunity, that there is, first 
of all, a point or two I would like to make clear as the basis for 
my supporting remarks. In spite of some problems I will later 
mention, in general marketing organizations in the food manufac- 
turing business have done a magnificent job in getting new prod- 
ucts into the American Home. The fact that chain stores today 
carry an average of 5,800 items compared to 3,750 ten years ago 
is not only remarkable from the standpoint of the chain store, but 
much more so from the standpoint of marketing people who have 
brought these new products into the American home. 

At the same time, in commenting on the ‘‘problems’’ of new 
product development and launching from the manufacturing view- 
point, I wish to very properly change the word ‘‘problems’’ to 
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‘fopportunities.’’ Let’s consider those opportunities. The chief 
opportunity, of course, is to add to the company’s total production 
of goods, which in turn should result in higher profits. This is the 
paramount aim of all business enterprises. There are several 
supporting opportunities for marketing and manufacturing, plus the 
whole team of departments as a group, to do a better and more ef- 
fective job in supporting the new product department. The follow- 
ing points will help us achieve this: 

1. Develop a sound plan and stay with it. Don’t allow care- 
fully developed new product marketing plans to be changed by sec- 
ond guessing, or delayed by procrastination. This is costly in 
terms of fixed dollars, and lengthens the period of underwriting. 

2. I am convinced that too many new products are born out of 
the desire to use surplus equipment or surplus capacity. The suc- 
cessful new products usually are those specially devised to fill a 
need in the market. I don’t suggest, on the other hand, that we 
ignore the opportunity to effect lower unit or manufacturing costs 
through the introduction of new products and additional volume in 
an existing plant facility, provided these new products show some 
promise at birth, and fit well into the company’s experience and 
its product line. Additional volume in an existing system or plant 
will probably lower manufacturing costs faster than any other fac- 
tor. Obviously then, it is wise to weigh this potential advantage 
with care. The point is that surplus capacity in itself should not 
unduly influence the new product plan. 

3. There seems to be, at least at times, a great potential ad- 
vantage in introducing new products in selected regions as com- 
pared with the frequent practice of going to national distribution in 
the first phase. For example, manufacturing can in all probability 
give you a much less expensive installation, from which both mar- 
keting and manufacturing can develop new techniques and efficien- 
cies. Frequently, actual operation of a new production system 
generates substantially better controlled and lower cost ways to 
produce the new product—and I dare say that actual marketing ex- 
perience often leads the way to improved techniques. Consequent- 
ly, going to national distribution in two steps, the first of which 
would be a selected region, would seem to have important advan- 
tages. Probably the most important advantage is that the new 
product can become an earning factor much sooner, reducing the 
sometimes long and painful underwriting period. 

The fourth opportunity for marketing and manufacturing organ- 
izations to improve the launching of new products can be accom- 
plished by taking all the time necessary to thoroughly research, 
develop, design, pilot plant and engineer the new system before we 
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ask for production and service for the consumer. All too fre- 
quently, a seemingly good new product idea in the research phase 
is hurdled over the mechanical development, design, and pilot 
phase by an enthusiastic marketing group, and this type of gamble 
rarely ever wins the money. New product direction and control 
must keep this from happening. 

5. I have commented earlier on the great importance of sound 
communications in the new product activity and probably in every 
company there is the opportunity to improve this phase. 

6. It is also important, and an opportunity for you in market- 
ing, to both appreciate and understand some of the related advan- 
tages that new products afford. . .not only to the manufacturing 
department but to the organization as a whole. Some of these im- 
portant related new product advantages are: Building enthusiasm 
and raising the morale of the entire organization. Lessening or 
eliminating seasonal swings in production and employment. Pro- 
viding first-hand experience with the most modern, automated 
equipment, which in turn may have applications in established 
manufacturing procedures on existing products. Maintaining an 
aggressive plant management and training a competent and flexible 
work force of people who think in terms of innovation; this should 
also result in higher morale in the marketing organization as well. 
Opportunity for integration of research, development, engineering, 
and production forces through the project medium. Stimulating 
interest on the part of stockholders, and prospective investors. 

Finally, and perhaps most importantly of all, the skillful crea- 
tion, development, and marketing of new products for the American 
consumer is a keystone in the development of America’s free 
world leadership. Successful introduction of new commodities 
which fill a real need in the market serves continually to strength- 
en our economy, and to raise our national living standards. This 
is a very real and important factor in our Nation’s strength, At 
the same time, the American consumers’ staggeringly broad free- 
dom of choice in the market place seems quite symbolic of the 
contrast between our way of life and conditions behind the iron 
curtain. Behind that curtain, certainly, there exists no freedom of 
choice—not in the market place nor on the news stand—nor at the 
ballot box. Our leadership as a nation or as inherently important 
individuals within our national structure is predicated on our re- 
maining genuinely free. 


. 


49. WOMEN—DO TODAY’S MARKETERS 
REALLY UNDERSTAND THEM? 


Margaret Hickey* 


don’t think it is the question, ‘‘Do we understand women?”’ it is 

rather, ‘‘Do we understand the economic and social changes 
brought about particularly by the revolution in the life of the 
American people, particularly the life of women, more far reach- 
ing than any other in the century?’’ Many of our great historians 
have said the first half of the 20th century will be known for its 
women’s revolution. These changes have brought about standards 
of living made possible for the woman to live a very rich creative 
life. Such was not possible in the earlier days, only for a few 
fortunate women who were born to wealth and social position. But 
today, women, because they work hard and they have always 
worked hard enjoy the title of wealth, which makes it possible for 
all of us to be here. Weareall recipients of an economy dependent 
upon the work, not only of men, but of women in the home and now 
outside the home. Women are getting in there pitching to produce 


‘the wealth, produce the product, sell the product and to market it. 


Last year 11 1/2 million women worked part time outside the home. 
The home is depending more and more on a double paycheck. 
Another 23 million women worked hard, full time. It is exceed- 
ingly important for us to think of women not only as the suburban 
housewife, but as wage earners as well. 

Our grandmothers gave all of their love, dignity and warmth 
in the home, but their granddaughters are torn between economic 
demand and home making demands as they try to maintain the 
atmosphere of the home and as they try to practice the fine art of 
living. It is very important, as technology influences our life, that 
women be recognized. There is no placeinthe world where change 
is as great as in the home, but what is that change doing to some 
of the fundamental things upon which the whole structure depends? 
I think this is a good place for us to start. 

Just as one of you phrased it, ‘“‘Certainly, there are a number 
of things we assume about women’s work.’’ One of the things that 
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bothers me, though, is that professionals, the marketer and the 
home economist, come from the middle, upper middle economic 
strata. They have little perspective, they say, in applying their 
thoughts and ideas to the mass food market. The question then is 
how do we translate our middle income and high income ideas 
into more reasonable knowledge about the broad market, about 
those women in the home? 


Esther Foley* 


will talk of the part of the market which is represented by my 

readers. It is about 52 per cent of the country, if you count in 
those who work for services. It is true that most of us who 
serve the mass market are highly educated and sometimes we 
find it very difficult to really find in our hearts whether or not we 
are doing a job for the women of America. There is a force in 
American life which can be called individualism. If you study 
statistics, research statistics, without studying people, you can 
miss the effect of this force. Individualism is the personal life 
that goes on steadily underneath the cloak of conventional adapta- 
tion to the business of making a living. It is the sharing of this 
personal life between neighbors, family members, relatives and 
craftsmen, which makes it so difficult for one group to force its 
will on another. Only when you take time out to observe the inner 
life of a group separate from your own does this difficulty be- 
come real enough so that it affects your attitude toward communi- 
cations. 

I have gone all around the country. This is a woman, a home 
economist, who has tried to solve the problem and talked indivi- 
dually, personally, to her readers. As I said before, they belong 
to the wage earning group, either as a worker, or as women who 
run families for wage earners. I am struck—and this is directly 
after 11 or 12 years of doing this—with the persistance of two 
characteristics which I feel sometimes you do not properly in- 
terpret. If you acknowledge them, perhaps they might have effect, 
not on your research, but on the interpretation of your research. 

The first is a very simple thing—the matter of time—past, 


*Esther Foley, Home Service Director, Macfadden Publications, Inc. 
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present and future. How does the mass market, the wage earner 
segment of the societ, feel about it? My readers react only today 
and tomorrow. Neither history, nor forecast has any effect on 
them at all. I talked to a young housewife in Virginia who had 
just bought a new freezer. She had other good equipment in her 
kitchen and as we passed the range, I touched it and said, ‘‘How 
nice!’’ She looked at me to see if I was teasing. Then she said: 
“‘That old thing?. It was here when we bought the house. Why, 
it must be ten years old!’’ Now, personally, I feel that a range 
10 years old is just broken in, but 10 years ago this girl was 11 or 
12 years old, and so much had happened to her since that to her 
the range was as old as Methusala. I could document many tales 
of this sort for you, but they all go to point to the fact than a span 
of about four years is the span of active buying interest in today’s 
young wage earner. Let me explain the four years. Say a couple 
marry and she is 17. She could be anything from 18 to 20, how- 
ever, take the 17 year old. The first year is spent establishing a 
way of life and making a baby. The next year is spent trying to 
maintain the way of life with the baby. The third year is spent 
adjusting to the economic changes the baby made necessary. . . 
changes often great enough to take in the fact of the next child. 
The fourth year accepts the changes and the family unit builds 
as strongly as possible all safeguards against loss, but there is 
no thought of an expanding future. Today and tomorrow are the 


’ important time elements when you talk about my wage earning 


group. 

The second characteristic of the wage earner—she is always 
susceptible to leadership and authority. I found this, and I think I 
found this so strongly that I can mention it today. There are areas 
in which a man works and there are areas in which he does not 
work. I have noticed that you cannot command a woman in the 
area of food or children’s care. You can comment, sustain, 
suggest, report, explain, but an innate quality tells her she alone 
is directly responsible for her home and family and it makes it 
impossible to command her successfully. 

I have noticed that you can command her in the areas of 
beauty, social culture, etiquette, hygiene, laundry methods, house- 
hold or housekeeping schedules, and she is glad of the support 
that command gives. The division that marks off the two areas 
where command type of approach will and will not work can be 
made visible, I feel, by answering one question: Is the issue 
involved selfless or selfish? If selfless, you cannot command. 
If selfish, command away. 

MISS HICKEY: May I interrupt Miss Foley, I wish you would 
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expand a little bit. I think that is a wonderful idea. It goes to 
some of these intangibles we all have trouble trying to get into. 
Would you comment a little bit more on the character of the 
experience that a woman has and how that influences their buying? 

MISS FOLEY: It is a little difficult to answer that in detail, 
but I can tell you some things in general that I have noticed. Some 
of them were for all women, but I want to remind you now that I 
am talking only of the group I know. In addition to the matter of 
timing, as well as the matter of command, you can best appeal to 
my group if you do so knowing this first: that housework is apt 
to be a lonely job, and that women enliven it in any way they ac- 
ceptably can. 

They love to shop. They love to poke around. Without ruining 
the budget, they can buy and experiment with any new food product 
and they do. Unless it fits a need, they don’t buy it again. That 
is why a spurt of sales if often followed by a sudden drop. The 
term built-in maid service is of doubtful value. My readers never 
had a maid and probably have been maids, and the feeling of being 
hitched up with something like that, they wouldn’t buy. They buy 
for curiosity or to see if your product is by any chance a miracle. 
They will sometimes continue to buy and finally buy it frequently. 
The best is none too good for them. They have a frame of mind, 
a pressure of expectancy. You can give them a miracle and ina 
day or two, well ---. 

No matter how many made-ready products you put on the 
market, my reader will never by a ready-made housewife. They 
will spend some time each day making at least one or two dishes 
from scratch. First, to please the man or benefit some member 
of the family. Second, to stretch themselves mentally, because 
they can find excitement that way, where selfish investment of 
effort is mandatory. 

MISS HICKEY: We have to pursue Miss Foley a little more 
when we have the home situation. Let’s pick up some of the 
questions now. One questioner says: ‘‘Have women lost confi- 
dence in advertising due to the fact that advertising said possibly 
some things that mislead them?’’ And you might turn that another 
way: In that way can we make advertising more helpful, more 
useful? 

MISS FOLEY: Women basically have an awful lot of common 
sense. It is terribly difficult to fool them, really. That is what I 
think. First, that laundry products that claim more than they 
deliver are the bairn of her life. She would dearly love to depend 
on them, and of course, she can’t actually blame you for that. 
It has got to do with the machine and water. It has to do with 
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where her husband works. If you put out a laundry product that 
claims more than it does, she is not going to like you one little 
bit. Why make cereals that look like candy if the children are 
supposed to eat them with milk and sugar for breakfast? The 
children pick them out! When she sees them in an advertisement 
that looks like a popcorn ball instead of being served with milk 
and sugar for breakfast, she doesn’t like it. 

As regards cosmetics that have medical appeal, such as tooth 
paste or mouth wash. If it is medicine she wants it straight from 
the shoulder or she wants a cleaner. She doesn’t want to be mixed 
up between sex appeal and tooth paste. 

If you want to know what she likes and what she responds to— 
she responds to food ads that seem to be editorial. I don’t mean 
copy of editorial approach. I mean single appeal copy. She 
doesn’t like thinkgs all mixed up for she feels as if she is choking 
underneath the paper. Everything must be separate and individual. 
This is what she considers editorial. She gets foods all mixed 
up when the editorial says: this is good for your beauty and love- 
liness. But products in lovely ads, these they think are wonderful. 
She dearly loves baby food ads, food, medicine, powder or anything 
that really gives a service such as, “‘I will show you here how to 
feed a child.’’ Show her what is wrong with the child when some- 
thing happens. If the baby is sweet, not too beautiful, cuddly and 


_healthy and sweet—these she goes for. 


Betty Jane Stearns* 


IRST of all, understanding is almost always a two-way street. 
So, before we discuss whether marketers understand women— 

we probably ought to have some thoughts on whether women want 
marketers to understand them. Whether the man involved isa 
marketer, or a scientist, a poet, or even just a husband—I think 
women want very badly to be understood—not pigeon-holed, or 
patronized, but simply understood. This has always been true, but 
until the turn of the 20th century, women were not prone to admit 
it. For centuries, misunderstanding by a kind oftacit approval has 
been a delightful myth, cherished by generation after generation 
of both men and women, Because, of course, not being understood 


*Betty Jane Stearns, Vice President, Women’s Department, The Public Rela- 
tions Board, Inc. 
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imvlies both mystery and fascination. We all know the lure of 
a mystery. 

In the midst of all this charming contradiction, women went on 
the march for votes, and for equal opportunity, and all this implied 
they wanted to be understood in a new light. Women shortened 
their shirts, and loosened their corsets, and with a great assist 
from Freud, tongues were loosened too. Pretty soon everybody 
was understanding all kinds of things out loud, and in print. 

We have now had three decades of understanding—capitalized 
and underlined—from Kinsey to Mead, from ‘‘What Makes Women 
Buy’’ to life before cocktails in Exurbia. Today, the advertising 
man who might hint that he didn’t understand women would be 
dropping one of the most important intellectual status symbols of 
his profession. 

The seven veils have been swept aside by the intrepid men of 
research. You have penetrated the kitchen, the living room, the 
church group, the automobile, and even the bedroom. You have 
observed the species female Americanus 20th century. You have 
observed her clinically, analyzed her emotionally, and pegged her 
statistically. There is lots of understanding in the air, but, under- 
standing does not exist in limbo. Understanding has to be implicit 
in everything you do. It has to be communicated before it means 
anything to women. 

We all have a tendency perhaps to fall into certain communi- 
cation generalizations, or cliches, when it comes to talking to 
women. You know, they say that understanding comes and goes, 
but cliches live on forever. I have picked up five cliches about 
ways to communicate with women. They may appear in adver- 
tising or editorial material on television, or in print. The carrier 
doesn’t make very much difference. Let’s call them five feminine 
fallacies, and see if you would agree with my complaints. 

Fallacy No. 1. Sex and fashion are sure-fire approaches to 
women, and are particularly effective in arousing attention and 
empathy for products that are not necessarily considered femine. 
For example, do you know a leading association of manufacturers, 
or food producers—from the Cotton Council to the Dill Pickle 
Growers Association that hasn’t felt compelled to pick a queen 
to reign over their convention? Usually it’s a buxom lass, pictured 
in a bathing suit, decked out with a red ribbon, and surrounded 
with beaming executives. The traditional reason for naming a 
queen is to get newspaper publicity and we must assume the 
reason for the newspaper publicity is to arouse interest in cotton 
or pickles, as well as to call attention to the-convention itself. 
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As a woman, I find this kind of news offensive. I buy most of 
the pickles and the cotton, and this female symbol of the plush 
world has almost a negative connotation. She implies convention 
antics, and a lack of seriousness about the product, and a complete 
lack of understanding of what might really interest women about 
pickles or cotton. As a public relations counselor, I am un- 
impressed if the photo lands on page one. Attention does not 
equate with sales. 

Secondly, the mention of fashion seems no guarantee ofa 
breathless female audience. Yes, women do like to look at 
clothes—but at the right time, and in the right way. I am not 
convinced that fashion shows, as they have been given to date on 
television, either inspire more interest in fashion, or effectively 
communicate fashion news, or benefit the sponsor. Perhaps a 
more creative approach would do all these things—but so far this 
has not been the case. 

Fashion has become a kind of cliche for building an image or 
upgrading the product. In spite of the fact that fashion magazines 
regularly use new cars as photographic backgrounds, the combin- 
ation has always seemed a little unreal. But this abstraction is 
far more acceptable in Vogue than on television, where the auto- 
motive manufacturers have often tried the fashion by association 
approach. I think we ought to face the fact that women do not 


.generally drive automobiles in evening dress—and furthermore 


that after the senior prom, most women never put on an evening 
dress. Mother in evening dress and father in his sport shirt 
would look pretty silly at the barbeque down the block. I have 
yet to see a fashion show on television that shows clothes women 
can, and do, drive their cars in, shop in, or clean house in. 

The women of fire and the woman of fashion can, and do 
symbolize some products very effectively. Both are currently 
suffering from exhaustion at the same stand, and from our failure 
to explore new, perhaps less obvious ways, in which both could be 
used. 

Fallacy No. 2. All women have a language that is known as 
‘‘girl talk’’, which implies expertness in such subjects as cooking, 
cosmetics, and the latest jewelry, how to run a washing machine, 
and how to tell dacron from nylon. In my experience there are 
all kinds of women—smart and dumb, quick and slow, experienced 
and naive—but all of them have a common thirst for down-to-earth 
facts. Don’t assume that being a woman means being an expert 
at interpreting recipes—anymore than being a man means you can 
fix a broken light cord. Advertising, articles, instruction booklets, 
and recipes should be clear pieces of communication which 
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realistically state facts and procedures. Don’t be simple-minded, 
just be clear and be logical when you are given information. You 
can’t reach a woman’s subconscious unless you have first engaged 
her conscious. 

Fallacy No. 3. All women will ‘‘go’’ for something new, if it’s 
importance and rightness is authoritatively established. There is 
a great difference in the acceptance rate of new products. The 
sale of a new detergent is not to be equated with the sale of a 
dress or an appliance. And to further complicate the matter, the 
amount of editorial space devoted to a new trend or product has 
little to do with its final acceptance. 

Even seasoned merchandisers make mistakes in situations 
where you might suppose intuition, if nothing else, should warn 
them. Here, for an example, is a brief review of an extraordinary 
mistake. You will, I am sure remember the introduction of the 
chemise some two years ago. You remember the hues and cries 
in the newspapers and magazines and the frantic pace at which 
French styles were copied and put on the market. And you may 
remeniver the round of congratulations about how lucky the mass 
market has become with only a two or three week wait before the 
latest fashion is available in Kalamazoo. A few venturesome 
women bought the chemise—the rest wavered. On the heels of 
the chemise two or three other important silhouettes appeared. 
Together, all three of them died, in less thana year. The rise 
and fall of the chemise caused the bankruptcy of several New York 
dress manufacturers, and was a sore merchandising episode in 
big and little stores throughout the country. 

Now, the interesting point about this story is that the chemise 
is back again, although not under the same name. I believe we 
are calleing it the relaxed sheath this season—but in silhouette 
it has returned. Fast distribution and rapid obsolescence, the twin 
idols of the marketing world, can apparently smile or frown on 
the fortunes of a product. This should be a sobering thought for 
us all. 

We should remember that there is a great deal at stake when 
a woman decides to buy something new—particularly something new 
for herself or her home—and something that will show. Most 
women are not entirely sure of themselves when it comes to 
picking clothes or accessories, or when it comes to selecting a 
new sofa, or chair for the living room. A woman worries about 
her taste, about how the new purchase will ‘‘go’’ with the rest of 
her things, about what her husband, and her family, and her 
friends will think. If you hope to sell her, you must build her 
confidence on many levels. 
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Fallacy No. 4. Like the familiar cartoon character, women are 
always ready to spend money. Their discretionary dollars (after 
food and other necessities have been purchased) are never ques- 
tioned by the husband, except perhaps for the purchase of a new 
hat, which is a mutually amusing situation. Women seem to spend 
discretionary dollars in certain pre-determined patterns—patterns 
which are clues, in effect, to the values of the household. No 
matter how appealing the candlelit dinner table may look in 
‘‘House Beautiful,’’ the housewife won’t go out and buy so much 
as one candle if she thinks her husband hates a dim light when 
he eats and doesn’t like ‘‘fuss’’ at dinner time. 

Women do not live in a world alone, happily clipping coupons 
after breakfast as they plan their shopping spree for the day. 
They have trouble convincing their husbands certain purchases are 
valid. They must develop a sixth sense for the propitious moment 
to bring up the replacement of an item that seems timeless to the 
bread-winner in the house. They need a good reason for a new 
purchase. And, could it be that they suffer somewhat in their 
ability to ‘‘swing’’ a buying decision, because advertising is often 
so narrowly directed? Is there such a thing as an ad that would 
appeal to him and her? I know that public relations approaches 
tend more and more to involve masculine interests in feminine 
products, and I can’t help but think this will result in a more 


_ favorable buying climate. 


Fallacy No. 5. Only a homemaker will be interested in a new 
recipe, and only a career girl will spend money on a fur neck- 
piece. Women, in general, couldn’t care less about automobile 
mufflers. In trying to appeal to such broad audiences, and perhaps 
hopefully thinking that every girl is a homemaker underneath, 
advertisers assume too much. If you think you have a buyer type 
for your product, don’t carry this image clutched to your heart 
forever. You may find that the woman who works has a great 
interest in new recipes, that she doesn’t necessarily dream of 
herself wearing a house dress, and that she would jolly well like 
to know how long her car muffler is going to last. Keep an open 
mind about your feminine market, and never assume you know it 
all. 

Maybe that’s fallacy number six, or suggestion number one. 
More research, and broader research. There’s still so much we 
don’t known about women and the way they feel about the lives they 
lead and the products they buy. Understanding is a relationship 
that depends on being everlastingly curious. 

MISS HICKEY: I want to thank you, Miss Stearns, for intro- 
ducing the husband. Where do women really begin to seek and ac- 
cept the advice of their husband? In what areas do women actually 
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have to expect brand choices and desires from their husbands? 
What product groups do they feel their husbands have an interest 
in without qualified knowledge? Conversely, in what areas do they 
feel their husbands have considerable knowledge but not enough 
interest? 

MISS STEARNS: I am afraid, before I answer, that I should 
qualify myself and say, I have not a husband so it is easy to 
answer. I would say at least, not from personal experience, when 
the dollar tag on the product gets high enough that the husband 
feels he should have something to say about this expenditure. I 
don’t understand what the product continuum is exactly, but I think 
husbands are men in general who have certain opinions about 
things regardless of the price in certain areas. In certain areas, 
they just don’t like certain things. Some men can’t stand paper 
napkins. Generally speaking, when the price is above $10.00, 
whether a housewife likes it or not, her husband is going to have 
something to say about it sooner or later. 

MISS HICKEY: Why are women uncertain when buying for 
themselves or for the house? Are they? They are very sure when 
buying for their husbands. 

MISS STEARNS: That is because they are around to say the 
purchase is fine. When they buy it for themselves, they are never 
sure what the reaction will be, you see. 

MISS HICKEY: One more before we go to our next speaker. 
Do you have any particular gripes about the ways in which products 
for home users are packaged and designed? 

MISS STEARNS: My feeling is that most package designers 
don’t know women have fingernails, when actually, the case is that 
women spend a fantastic amount of time trying to grow and care 
for their fingernails. Most packages are designed to break 
fingernails; if not break them, then they dirty them in one way or 
another. I usually have five fingernails full of cheese when I 
attempt to open cheese packages, and cheese is the worst packaged 
food product I have ever run across. You cannot get cheese out 
of those little foil packages without absolutely ripping them with 
your fingers. My other gripe—one of the other questions sent in— 
‘*‘Do you have any objection about the name plate, or the instruction 
panel or the operation panel of appliances?’’ I would like to say, 
we have just gotten a new range which looks as if it ought to fly 
instead of stay on the ground. These instrument panels are 
fantastic, and some things in them I do not understand how to 
operate. Somebody ought to conduct some research on the level 
of reading in instruction booklets. You assume too much. I 
read an article recently that manufacturers complained that 
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women do not read instruction booklets. You are not writing what 
they understand in the instruction booklet. In the first place, if 
they don’t read them, maybe the product should be simple enough 
so they don’t particularly need to read the instruction booklets. 
One person in the audience has asked: Are women under- 
standable? Well, are people understandable? We come again to 
another generalization in this whole process: human relations. 
Do we develop maybe too many standards, measures and pro- 
cedures that we minimize judgment and especially feminine judg- 
ment. The quality of women’s judgment or intuition, as we have 
pointed out, is tempered by a very important thing; something 
beyond the slide rule, the norm, and cold statistics is essential. 


Alberta Burke* 


T takes a smart marketer today to analyze women’s viewpoints 
and come up with the correct conclusion. Women are unable to 
classify their opinions in a simple yes or no answer. So, to under- 
stand women, the marketer must explore both sides of the question 


_and listen to her reasons. Women can feel strongly positive; 


strongly negative; or strongly neutral about a product. And there 
are women who do not feel strongly one way or the other even when 
forced to a decision. Sometimes the right answer is ‘‘maybe’’. 

We can answer the question by saying, yes, successful mar- 
keters understand women because they leave nothing to chance or 
to masculine conclusion, and they never stop trying to understand 
women better. 

On the other hand, many intelligent marketing men still don’t 
understand women, and they are still trying to force their products 
onto women by making extravagant and ridiculous claims which 
women don’t believe. They stop short of giving her the perfect 
product, because they won’t try to find out just what the women 
dislike about their product. If they try, they are missing it in 
many instances. Women may buy your product because they need 
a product in that category. But you’d better find out if they are 
satisfied, or your competitor, the clever marketer, will find out 
and get her next time. 


*Alberta Burke, President, Burke Marketing Research, Inc. 
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When marketing research, or interviewing women, was in its 
infancy, most marketing or advertising men looked upon it asa 
means of proving their point or proving the theme for advertising 
presentations. They were salesmen, advertising writers, who 
knew the use of the power of suggestion. They say no reason why 
questions couldn’t be worded to bring the results they wanted. 
This, of course, was not real research. In those days, after being 
convinced by housewives that we had nothing to sell and getting 
them to think and talk, it was irritating and discouraging to present 
the results to the man who would tell you, ‘‘You’ve missed the 
point. Our job is to sell the client’s product, not to criticize it.’’ 
All, of course, were not like this man. We had to learn by trial 
and error how to talk to and question women to really understand 
them. 

The good research man, who would carefully gather useful 
data about women, still had a big hurdle ahead of him. He had to 
convince the executive higher up, who was inclined to overlook 
this information as a tool on which to base his decisions. How 
well I remember the man, whom I shall call Yesterday’s Mar- 
keting Executive, being confronted with research which showed that 
his product deteriorated in taste as it aged. He said, ‘‘They don’t 
know what they are talking about, my wife and I think it’s delicious.’’ 

By questioning women, and bringing the results to marketing 
men, we’ve had both rewarding and discouraging experiences. 
We’ve seen new products developed and old ones improved by 
following the reports of ‘“‘what women said.’’ We have seen new 
packages improved, appliances corrected, and advertisements of 
all types corrected to reach women and tell them what they want 
to know about products. We have seen advertising in all media 
educate housewives in better homemaking. We’ve seen good 
products die when a little change would make them desirable. We 
have seen some products not even get a good start because the 
marketers didn’t understand women. We have never done a study 
with the guarantee to prove a point. We have, I am afraid, upset 
advertising campaigns, production engineers, and inventors of new 
products, and at least warned many who failed to heed the ‘‘voice 
of the women.”’ 

We would like to pass along a story. We would like to rem- 
inisce about a Burke Marketing Research. We call it the “Story 
of the Red Refrigerator.’’ The refrigerator manufacturer, not 
now in business, approached us for a survey. They made it quite 
clear that they didn’t need this survey to help them understand 
women, They already knew what the women wanted. Their de- 
signers and color consultants had told them that, but they did want 
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us to show these refrigerators to some groups of women, so that 
the comments of the women who would like their product could be 
used in convincing their distributor and dealer organization that 
this new product would have great acceptance by the housewife. 
Apparently, some of their distributors had questioned the red 
color of the evaporator door, so they needed this evidence to show 
that this was what the housewife really wanted. We showed this 
refrigerator, along with others, to women of all ages and social 
strata. We measured their immediate reactions by the use of 
instantaneous electrical recording equipment. We measured their 
considered opinions with the use of questionaires. Then, the 
meetings were opened for group discussions which were tape 
recorded for playback to the executives who would need this in- 
formation. 

The first group discussions caused more consternation than 
the U-2 flights. When the women were given a chance to talk, they 
talked, and how they talked! They exploded the nice theory about 
red being the color for the kitchen that season. Sure, they like 
touches of red in some places in their kitchen, but not in the 
refrigerator. This red was a ‘‘hot’’ color, and they didn’t want it 
anywhere in or on the refrigerator. And besides, they didn’t like 
the design of the evaporator door. It was too hard to clean. 
There were other things they didn’t like too. And there were 
things they wanted in a refrigerator and they wanted to know why 


' they couldn’t have them. And so it went, session after session, 


with all kinds of women. The men were flabbergasted. They went 
back to their offices and they sent back other men from various 
levels in the company. There were designers and production men. 
They came in looking skeptical; and they went out sadder, but 
enlightened, and understanding women a little better. So ends 
my story of the red refrigerator, and so ended the red refrigerator 
itself! 

Since that time, a steady stream of executives have come 
through our laboratory where they have been able to watch con- 
sumers turn knobs, open doors, use pots and pans, eat foods, rip 
and pull at materials, laugh and frown at greeting cards, and 
discuss various household problems—even the proverbial kitchen 
sink. Men have come away from these group discussions, feeling 
that they understand women a little better. We only wish that 
executives could find the time to get our of their narrow social 
environments more often, and spend a little time actually visiting 
with housewives in all the socio-economic groups, listening to 
them talk about their products. It is anexperience which gives life 
to the statistics, and thus we fell sharpens the executive’s ability 
to make the right decisions. 
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Today’s marketers have learned from the mistakes of yester- 
day’s marketer. Tomorrow’s marketer must be even more aware 
of change, because women have changed. They no longer are 
satisfied with things as their mothers had them. They’ve become 
so accustomed to having improved products, they feel that they 
should be perfect. They will continue to think of modifications and 
changes in the things they use and want. Just as it is important 
for executives to get together at a conference such as this to 
exchange thoughts and experiences, it is equally important for the 
executive to get together with his most important customer, the 
American housewife, and find out what she thinks. Having done 
this once or twice in the past isn’t enough today, because yester- 
day’s products aren’t good enough for the woman of today, and 
today’s products won’t be good enough for her tomorrow. 

MISS HICKEY: Let’s ask very quickly some specific questions. 
What function do you feel is the most important in the control 
panel of an appliance: accessibility, simplicity, understandability, 
safety, cleanability or servicability? 

MISS BURKE: That is not the kind of question that should be 
put to a woman because I think all of them are equally important 
and that is the mistake we make. Let the people tell us. They 
want us to rate the one most important factor. I wouldn’t want 
to sell my appliances without any one of them. It is just one little 
thing that turns a woman to hate your product. If it is an ap- 
pliance in which she put a good deal of money, she hates it every 
time she uses it. If she can’t read it, or if it lacks accessibility, 
she doesn’t like it. There is no reason you should short your 
product on any one of those points. 
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56a. BLENDING COMPANY AND MARKET 
REQUIREMENTS INTO A PLANNED 
DIVERSIFICATION PROGRAM 


Charles M. Sanders* 


IVERSIFICATION, as we speak of it today in industry, has 

widespread respect as a basic principle for business success. 

But, if you look in a full-sized desk dictionary of 1925, you won’t 

even find the word defined. By 1930, on the other hand, you’ll find 

diversify and diversification in even the smallest 50¢ pocket dic- 

tionary. Their importance as a basic principle of business is 
new, but is strongly established in our thinking. 

Diversification is not only an established principle, but it also 
seems to have a highly scientific sound to it. Listen, for example, 
to those last three words of my title—‘‘A Planned Diversification 
Program.’’ That sounds very efficient, doesn’t it? Actually 
though, I believe that the nature of diversification is summed up 
better by the first part of the title which talks about ‘“‘Blending 
Company and Market Requirements.’’ Blending seems to me 
something that is arrived at by trial anderror, with at least a dash 
or two of luck. A blend is a recipe that we get by trying various 
mixtures before we hit on the best one. A blend is not a formula, 
and even if, after we’ve hit on a lucky blend, we set up a formula 
to reproduce it as nearly as possible, we may find that we cannot 
always control every factor in the blend with scientific, foolproof 
accuracy. The success of a diversification step and the success of 
a blend cannot always be determined in advance. 

It’s an old idea that no matter what our business is, we can 
diversify successfully if our new product is a better one than 
similar ones already on the market. That brings us to my first 
visual aid, the mousetrap. You will recall the old adage attributed 
to Emerson, ‘‘If you build a better mousetrap, the world will beat 
a pathway to your door.’’ When I started writing these remarks, 
I decided that what I needed to back up my remarks was some 
market research. So I telephoned Warner’s hardware, our largest 
store here in town, and asked to talk to someone regarding 
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mousetraps. The man I spoke to was very helpful. ‘‘Yes,’’ he 
said, ‘‘there is a better mousetrap, but Warner’s doesn’t carry it. 
The better one is all metal and is much easier to set, but,’’ he 
went on, ‘‘the better one costs 29¢. Here we sell the Victor—two 
for 19¢, It’s not a big item, but it is steady. Guaranteed to catch 
mice.’’ Well, here’s the Victor. You can see that it’s no better 
than the mousetraps we knew when we were children. It also 
shows that the old adage simply isn’t true. One of your bright 
young engineers may come up with an idea for diversification—a 
mousetrap that is definitely better than any on the market. But if 
it is too much better, by which I mean if it costs too much, the 
world will not beat a path to your door, but will slam its own door 
in your face if you keep coming around and trying to unload your 
inventory of 29-centers while the two for 19¢ variety suits the 
needs of the customer. 

Now, how about my second visual aid? Why did I bring with me 
the root of a split-leaf philodendron? Well, the unusual thing 
about this long root which I cut off a plant we have at home, is that 
it didn’t come out of the soil. It grew, along with several others, 
on the stem of the plant about two feet up from the soil, and 
stretched straight out into thin air. Perhaps, that isn’t diversifi- 
cation. Maybe, it’s just opening new offices inthe wrong territory. 
Still, you can see why it came into my thinking. It made me think 
of an experience in diversification I had a few years ago. Our 
company decided to diversify by going into temperature control on 
wheeled vehicles—locomotives, railway passenger cars, and 
busses. We have done very well on locomotives and busses, but on 
the passenger car market we struck out. We found the expected 
rush of post war construction of railway passenger cars, but our 
design engineering and production took longer in the post-war jam 
than we had anticipated. By the time we began to be effective in 
the market, the airplane and the Greyhound bus were rapidly re- 
ducing the need for railway passenger cars. Very quickly, this 
very large market vanished, and we found our diversification root, 
like those of the philodendron, was sticking straight out into thin 
air. 

Now you may feel that market research could have discovered 
that fact ahead of time, and I am sure that it could have. But sup- 
pose we had asked a car manufacturer whether he would install a 
better temperature control system if one came on the market. He 
would, of course, say yes. Also, if we asked the railroads if they 
planned to continue hauling passengers, they would have told us 
yes because they were making very large capital investments in 
passenger equipment. A shrewd market analyst could undoubtedly 
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have detected the signs of this future collapse of the railway pas- 
senger car market, but seeing this type of market trend is like 
forecasting the stock market. It can be done, but it takes a little 
luck. 

We’ve seen two examples of the unpredictability of diversifica- 
tion—the problems of quality feature versus price and the problem 
of stability in a market. Let’s look now ata couple more. I 
brought my third visual aid, the cap from a Coke bottle because it 
exemplifies several things about diversification. First, there is 
the Coca-Cola Company which has grown steadily ever since it 
was founded. Today it is a strong, profitable business. But, if 
Coca-Cola ever tried diversification, I never heard of it. So di- 
versification is not necessary to business success. 

Still, it is not Coca-Cola that promoted my bringing this visual 
aid with me today. It is the bottle cap itself and the firm that 
makes about a third of all the caps that Coca-Cola uses—Arm- 
strong Cork Company. The bottle closures that Armstrong started 
out making in the 1800’s were the old-fashioned plug-in corks. 
Eventually, they started looking around for some way to use up the 
cork bark that they had left over after stamping out the bottle 
stoppers. So, they diversified. Not on the basis of their produc-~ 
tion experience, or their excess capital, or their selling organiza- 
tion, or customers, but on the basis of left over raw material. 
They started making linoleum in which one of the components was 


’ ground cork. Also, they began making bottle caps because of the 


cork inserts in the caps. This is a big business with them, even 
though the inserts are now plastic instead of cork. 

So we can see that the principles behind diversification will 
vary with circumstance, The Armstrong story brings up a yard- 
stick for evaluating diversification opportunities we wouldn’t ordi- 
narily think of, that of using up raw materials. But the usual 
yardsticks, it seems to me, are those principles I mentioned 
earlier as being almost too basic on which to elaborate. It scems 
to me that there are four: 

First, do we have the money to invest into this diversification 
which will carry us through an opening period until it begins to 
show a profit. 

Second, are our special abilities, technical knowledge, manu- 
facturing facilities, and in general all our past and present opera- 
tions of a sort to help us make a new product economically so that 
our price will be competitive with existing products or at least low 
enough to exploit the market if the product is a new one, 

Third, does our present sales force already reach the market 
for the new product and, if not, will we be able to adapt the sales 
force or to economically set up a new one, 


| 
| 

|_| 


512 DYNAMIC MARKETING FOR A CHANGING WORLD 


Finally, is there a market for the new product and how big is 
the market or can the market be made in the future? 

It seems to me that these four yardsticks for evaluating diver- 
sification have always been used in some form or other and will 
continue to be used in the future. I saw an example of this just 
recently when Honeywell considered purchasing patent rights for 
a door-closer which was excellently designed to close screen or 
storm doors slowly but firmly and positively. The small firm that 
has the patents didn’t want to exercise them because their money 
and their energies are tied up in another product and because that 
basic product isn’t sold in the hardware and other home products 
markets. Their answers were ‘‘no’’ to yardstick #1, the financial 
question, and #3, the distribution question. Honeywell, however, 
could answer ‘‘yes’’ to both those questions. We had money and 
were interested in profitably broadening our market in home 
products where we already have a sales force. We decided 
against the door closer on the strength of questions #2 and #4. 
Our manufacturing facilities are not well adapted to a high volume 
low cost product such as this. Also, we questioned the market. 
We found on the basis of our production experie1ce and cost analy- 
sis we could not make the product retail for less than about $15.00. 
We found on the basis of market research that we would probably 
have to price it under $10.00 if we were going to be able to sell it. 
In short, for neither company was the total blending of company 
and market requirements exactly what was needed for successful 
diversification with this product. You need to use all four yard- 
sticks if you are going to enclose a new area into a solid square 
of profitable diversification. 

One further thing about these four yardsticks is significant. It 
seems to me that the two which you have to answer about distribu- 
tion and markets, especially the one on markets, are far more 
difficult to answer than the ones relating to finance and production. 
It is far easier to tell how much money we have or can raise or 
how much it costs to make a product than it is to evaluate com- 
pletely and accurately the future or even the present market for a 
product. A factor that I suppose most Marketing Personnel have 
already discovered some difficulty in evaluating is the competitive 
situation. Even if you can gather a good deal of data on how much 
business your various prospective competitors do with a given 
product, it is almost impossible to evaluate fully their reaction to 
your entering their market. One would naturally think, for exam- 
ple, that you would have an easier time penetrating a market with 
a decidedly better product which represented a radical departure 
from what is already being sold than you would with a slight 
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modification or even a copy of a competitor’s product. But the 
radical new departure can represent such a threat to all your new 
competitors that they may engage in price-cutting to protect their 
present product line. This may make the market unattractive for 
many years. It may seem strange, but we have found that when 
diversifying in a new market where you do not have an established 
sales position, your progress is much greater if you first intro- 
duce standard products similar to existing competition into that 
market and save radical innovations until you have established a 
position. 

Your work, therefore in marketing is not only difficult but also 
very important. I don’t think you’ll ever wind up by flying planes 
behind the lines of your competition like the Mr. Powers who re- 
cently hit the headlines, but I do believe that you are going to have 
to become, and that you will become, more and more proficient in 
getting all the facts about the marketing prospects of a given prod- 
uct and the possibilities for profit in it that are open to anyone 
who, because of the meaning of diversification, is always going to 
be a newcomer to the field in which that product is sold. 

Now, before I close, I should touch quickly upon three remain- 
ing questions and discuss them in relationship to the technological 
change which is always going on about us and which makes busi- 
ness a continually exciting challenge. The questions are: ‘‘How 
far in the future should we plan our diversification? What organi- 
‘zgational provisions should we make for future diversification? 
And, what are a firm’s best sources for diversification ideas?’’ 

If I were to pick a precise period of future time which should 
be covered by diversification plans, I would suggest five years. 
This seems to be a normal period for basic long range planning of 
most businesses. Ten years would be even better, but it is ex- 
tremely difficult to look that far ahead with any precision. Five 
years doesn’t seem quite so impossible to see, so that’s what we 
tend to select. The real answer, of course, to ‘‘How far’’ should 
be ‘“‘Just as far as possible.’’ 

As for organizational structure and idea sources for diversifi- 
cation, it seems to me that the answer to both these questions lies 
in flexibility and in freedom of communication. Honeywell has 
been strongly oriented toward diversification. But we have no 
specific organizational provisions for that diversification nor could 
I identify our best sources for ideas unless, possibly, it is our 
emphasis on basic research. Actually, we would tend to be sus- 
picious of such specialists, of idea-men working in what might 
prove to be a vacuum. We rely instead on the flexibility of a 
loosely structured organization without rigid boundaries to an 
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individual’s responsibilities, plus a maximum of freedom of com- 
munication within the organization. If a man sees an opportunity 
that is being overlooked, he can seize it without worrying too much 
as ‘to whether it falls in his area of responsibility. Also, the 
busiest and most important members of our organization are en- 
tirely accessible for discussing matters even though they may not 
be of an immediate, pressing importance. People have time to 
think beyond the problems of the moment and the fruits of that 
thinking get freely exchanged. This, it seems to me, is the prop- 
erly cultivated soil in which ideas for diversification can take root 
and find healthy growth. 

So now we’re back to the blending. We must try to predict as 
far as we can, but change is so volatile in our country and in our 
time that no one can predict very far or with more than limited 
accuracy. Take, for example, Curtis-Wright Corporation. At the 
end of World War II, Curtis-Wright was still in a highly special- 
ized business of producing aircraft engines, a business that de- 
pended heavily on government contracts. There, most experts 
would say, was a company that needed diversification. So Curtis- 
Wright set out to diversify. Along came the rapid swing from 
reciprocating engines to jet propulsion, not only for military, but 
also for civilian aircraft. So right at a time when the company’s 
energies were going into new lines of business, there came a need 
for concentrating heavily on changing the business in which they 
were already established and to which they were heavily com- 
mitted. Could this have been foreseen? If so, not only the com- 
pany itself, but the world outside failed to see it. Not only was the 
diversification fully launched and widely announced, but as a re- 
sult the value of the company’s stock rose sharply. Only now, in 
retrospect, can everybody second-guess the diversification ques- 
tion for that particular firm. Business profits have fallen off and 
the stock has dropped. 

I would be just as reluctant to act like a knowing seer on the 
basis of our own diversification activities as I would be to criti- 
cize anyone else’s bad luck in this area. I can look back in our 
Commercial Division, for example, four or five years to see very 
clearly the start we made on our present major diversification 
plans. They did not result from the implementation of a long 
range diversification plan, but rather from taking advantage in 
other fields of a newly developed temperature control concept. 

In 1955, we first centralized the air-conditioning control for an 
entire skyscraper—the Prudential Building in Chicago—so that one 
man at a central panel could check and adjust key temperatures 
throughout the building. On the basis of that concept of centraliza- 
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tion, we then began making and selling other types of centralized 
systems for buildings of all kinds. We entered the electrical 
signalling industry to apply these same temperature control cen- 
tralization concepts to fire alarm, clock systems, and other elec- 
trical signalling functions. All of this diversification of the Com- 
mercial Division is a result of simply seizing the opportunity that 
centralization opened up for us. Incidentally, one sidelight to all 
this diversification again points up unpredictability of final mar- 
keting results. Of all these systems, the one that excited the most 
interest in response to our initial direct mail advertising is the 
one that has had the smallest actual sales volume to date. It was a 
radically different product which we introduced into anew field—an 
automatic light control system. The reason that I mentioned this 
is to say yet again that diversification is not and can not be a mat- 
ter of scientific, foolproof prediction. What is most pertinent 
here is that no one could have foreseen this major diversification 
program of the Commercial Division as short a time ago as six 
years. 

Diversification is bound to be a blend, not a formula. A blend- 
ing of your own corporation’s facilities, abilities, and require- 
ments not only with the ramifications of a market situation, but 
also with the constant change that is always going on around us. 
The mousetrap, the house plant root, and the Coke have each con- 


_veyed their own evidence of this fact as have our examples from 


Honeywell and from Curtis-Wright. 

Diversification is the most challenging, the most speculative 
aspect of any firm’s business. If pursued consistently and without 
a fair share of success, it can, quite obviously, ruin a company 
that might otherwise have grown fabulously with a single product 
like Coca-Cola. Still, I cannot believe that any firm which pursues 
diversification can avoid having a fair share of failures along with 
the successes. The problem is to minimize the failures, not 
eliminate them. I mentioned one of our sad experiences, and I am 
frank to say there have been many others. Honeywell is still, as 
I have often said, a company with a strong bent toward diversifi- 
cation. If nothing is ventured, nothing is gained. I’ve had the 
responsibility for rejecting more diversification possibilities than 
I have approved, but I am still on the side of exploration. I am al- 
ways ready to consider anything. When it comes to the unpredict- 
able blending I have been talking about, when it comes to a deci- 
sion whether to continue on our familiar and successful course or 
to strike off toward something new and diversified, I like to think 
of those lines of Robert Frost: 
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‘I shall be telling this with a sigh 
Somewhere ages and ages hence, 

Two roads diverged in a wood and I, 

I took the one less travelled by 

And that has made all the difference.’’ 


If we get all the facts that are humanly available, if we use all 
four of our yardsticks with care, we can confidently hope that our 
final sigh will be one, not of regret, but of satisfaction and a de- 
gree of justifiable pride. 
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50b. CREATING A COMPANY BRAND 
TO PROTECT A MARKET 


Parker Frisselle* 


T is customary when presenting a case history, to illustrate the 
decisions and actions leading to a successful marketing venture, 
or leading to an unsuccessful one. My case history is different in 
that I hope in the next few minutes to tell you about the background 
of a marketing problem and to tell you what was done to solve the 
marketing problem, but not whether or not it worked. The product 
has been on the market for a little over two months so I can’t tell 
you, yet, whether it is a success or a failure. Come along with 
me, then, in this story, recognizing that it is going to be a cliff 
hanger like the ‘‘Perils of Pauline’’, and that we are going to 
leave Dow, the little David in our story, in a precarious position 
facing Goliath. 

About fifteen years ago, before everybody started to make 
antifreeze (there are now nine producers), Dow, duPont and Car- 
bide were the only manufacturers of ethylene glycol, the principal 
ingredient of antifreeze in the United States. Carbide was much 
’ larger in this product than Dow or duPont, accounting for about 
one-half the national antifreeze market. Carbide had introduced 
the concept of permanent antifreeze with ethylene glycol, and 
their brand name Prestone had become generic in the public mind 
and is still today, although Carbide people shudder every time 
someone says so. With both Carbide and duPont supplying branded 
antifreeze, Dow was the only independent producer without its own 
brand, relying on other marketers of antifreeze who bought their 
raw material from Dow and packaged it under their own label. 
Our two major customers at this time were Commercial Solvents 
with Peak and U. S. Industrial Alcohol, later Industrial Chemicals, 
with Norway. 

Following World War II it became apparent to us that neither 
of the independent marketers of glycol antifreeze would be able 
to withstand the competitive onslaught of the two integrated pro- 
ducers and marketers, Carbide and duPont. We were thus faced 
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with the prospect of staying with our two major customers while 
their markets slowly shrank or taking some other action to 
strengthen our position. We decided to begin to pull away from 
these two independent marketers and to make a greater effort in 
the marketing of private brand antifreeze to owners of captive 
distribution outlets such as the oil companies, the automobile 
dealers, and the factory fill business. 

As this program gained momentum we were able to enjoy a 
growing business with the private brand people, the automotive 
people and the factory fill, but it was highly competitive business 
in which the profit margins were extremely thin. Both Carbide 
and duPont with their private brands were able to make a reason- 
able profit on these and shave the private brand business very thin 
on the assumption that it was incremental to the other. So, ina 
nut shell, the private label business left us with the thin end of 
the market where we had no control over prices. We were under 
continual pressure from our customers for price reductions and 
other concessions. 

Contributing to this problem, a number of private marketers 
on whom we relied for a certain percentage of our business, were 
bought up by other ethylene glycol producers who were now coming 
into the market in droves and seeking market outlets. To further 
complicate the picture, some major consumers of ethylene glycol 
for private brand antifreeze set up their ownethylene glycol manu- 
facturing facilities, such as Sears with Calcasieu. When we 
added up these pressures, this drying up of the free market and 
all this make-it-yourself activity, it became increasingly apparent 
that the only way our company was to find any stability in the 
antifreeze business was to bring out its own Dow brand. 

Being a somewhat progressive company, we were reluctant 
to come out with just another brand of antifreeze—another ‘‘me 
too’’ product. We, therefore, spent a number of years thrashing 
around in our technical laboratories and thrashing around in our 
marketing laboratories trying to evolve an improvement over 
present antifreeze products and marketing methods. It was often 
said, over these years, that the glycol marketing committee met 
once a week whether they needed to or not. After many false 
starts and many suggestions which management managed to beat 
down fairly handily, the group finally came up with a marketing 
concept for a new product which management not only found dif- 
ficult to beat down but found acceptable. This was the Dowgard 
concept with which I hope you are al] now familiar and which was 
publicly announced at the end of March of this year. 

Essentially, the idea is simply this, almost all of the trouble 
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which occurs in an automobile radiator, engine block and cooling 
system results not from the breakdown of antifreeze but from the 
build up of the impurities in the water added to the antifreeze to 
fill the radiator. While this is not true in a few communities 
around the country which have exceptionally pure water it is true 
of most of the United States containing 75 per cent to 80 per cent 
of the automobile registrations. All of the attempts thus far to 
stabilize antifreeze have been based on adding chemicals to the 
antifreeze which will combat the minerals and mineral concen- 
tration built up in the cooling system through the addition of ordi- 
nary tap water. Clearly the answer to this problem was to put 
pure water or distilled water into the radiator with the antifreeze. 

How could we do this? Well, the simple way to do it is to ship 
pure distilled or deionized water along with the antifreeze filling 
the car entirely with the material contained in the cans. There 
are a number of disadvantages with this system, such as shipping 
water over reasonably long distances, even when one has canning 
plants scattered around the United States. This raises the cost 
of the product somewhat, enough at least to make it more ex- 
pensive than regular antifreeze. The full fill product has the 
further disadvantage, it can be installed only by a service dealer, 
one who can properly drain the radiator and the heater of the car 
getting all of the ordinary water our. While this is a disadvantage, 
its a good one, because it also works in our favor. The need for 
service eliminates the sale of the product in grocery stores and 
the cut-rate stores which have no service facilities for installing 
it. This in turn regulates the market and maintains a reasonable 
price for the product instead of enabling it to become a football 
or a loss leader by merchandisers who offer no service. 

The product itself has a number of advantages. In addition 
to the fact that the cooling system does not rust or clog up with 
boiler scale from the salts and minerals in the water added, there 
is the fact that the material will last longer than regular anti- 
freeze and water. This enables us to point out that the radiator 
need be drained and refilled once a year instead of the now 
customary practice of putting in fresh antifreeze in the fall, 
draining it in the spring, and repeating again in the fall. Another 
advantage, lies in the fact that the cleaner cooling system is 
more efficient in summer cooling the engine and also is cooling 
the refrigerated air conditioning unit in many of the cars today. 
So now, instead of a ‘‘me too’’ antifreeze we have a new product 
concept. The radiator should be filled fully with the product once 
a year, eliminating the spring and fall drain and fill. Our fluid 
not only prevents engine freezing in the winter but is a more 
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efficient summer coolant. This, as we say in our advertising, is 
the first new automotive radiator development in the past thirty 
years. So much for the science of the product, how about the 
marketing? 

The principle marketing problem in the new product concept 
is the fact that it must cost more than presently available ma- 
terials. So the first marketing question to be answered was ‘‘will 
anybody buy it’’, Very extensive consumer market research with 
the product concept had let us to the conclusion that the auto- 
motive owner comes in a number of shades, hues and varities. 
This has been hammered down into three kinds of motorists, who 
we call the caretaker, the user and those in between. 

The caretaker is a man who considers his car a valuable pos- 
session, who gives it protective care and preventative maintenance 
and who entrusts it to a knowledgable person selling proven prod- 
ucts. This man is loyal to people andto products, he derives pride 
from the things he has, he tends to patronize one station, and he 
leans on the dealer as an advisor. He believes there is a best in 
everything whether it be cars, or oil and he has a fairly well 
established routine basis of maintenance, keeping oil to correct 
level, checking the cooling system at a given time each year and 
so forth. 

At the other end of the spectrum we have a group of people 
who see their car as a means to an end, are tinkers and fixers, 
who maintain it only after failure, and who are often more inter- 
ested in performance at a price than in value. In rought numbers, 
we felt that the caretaker represented 25 per cent to 30 per cent 
of the market and we were not particularly concerned with the bal- 
ance of the market inasmuch as we felt that our premium product 
would have relatively less appeal to these people. So, on the basis 
of a new product concept, necessarily more expensive, we now 
found what we thought was a market segment which would buy the 
product and we made the decision to go ahead and market it. 

In this marketing we had a very distinct advantage in the idea 
that our product could be added to the radiator anytime during 
the year and would last a full year. This meant that we did not 
have to wait for the normal, so called, antifreeze season usually 
late September and early October and attempt to introduce our 
new concept and our new product against the heavy advertising 
barrage which the marketers of antifreeze unleash at this time. 
Further, we knew that the marketing plans of the major anti- 
freeze suppliers were pretty well solidified by late winter and 
that nothing much could be done to change these plans after 
March 15th for the ensuing fall. We, therefore, decided to bring 
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out our product at the end of March 1960 in the belief and hope 
that we would catch our competitors with their pants down and that 
they would be unable to do anything to retaliate prior to 1961. 

As marketing men you will immediately sense the need at 
this point for a test market, something which any one of us would 
certainly want to see. But with a new concept, the need for se- 
crecy is important. We knew a test market was out of the ques- 
tion. We had no alternative, if we were to keep our new product 
quiet, but to go ahead and make a strategic decision to move 
into the market on the basis of the consumer research work done 
without any sales test. You will all recognize this, I am sure, as 
a very dangerous situation but one in which we had no alternative. 

As a matter of fact the entire question of secrecy became a 
very critical one. You are all aware I am sure that it is almost 
impossible to keep a secret in the marketing area inasmuch as 
package design, point of purchase literature and display material 
must be ordered in advance as well as art and mechanical work 
on advertising, any promotional films, etc. which will be needed 
in the marketing effort. As we all know, every company in the 
field of producing any of the materials I just mentioned tends to 
be loyal to the established large volume consumer. The minute 
we approached any of these people and said we wanted something 
for Dowgard the word would immediately get back to one or all 
of our major competitors. We, therefore, decided in the winter 
of 1958 to bring out in 1959, when we would be preparing for the 
Dowgard campaign, a camouflage product. Now it wasn’t nec- 
essary to go national with the camouflage product, all we really 
had to do was to test it in a few markets and this we did. We 
put a ‘‘me too’’ product called Dow High Detergent Antifreeze 
into four test markets in the summer of 1959 for the fall 1959 
market. We backed the product up with local advertising and 
local sales effort and did all the normal things which an unin- 
spired marketer might think of in promoting the product. The 
product was modestly successful and we continue to sell Dow 
High Detergent Antifreeze should any of you wish to buy any. 

The real benefit, however, from the test market on our own 
‘‘me too’’ antifreeze product was in the way it disguised our more 
vital activity in Dowgard. Everytime any supplier of cans, car- 
toons, printed material, literature, films or anything else said 
to one of our competitors, ‘‘Have you heard about Dow’s new 
antifreeze’’, the competitor promptly replied, ‘‘Oh yes, we know 
all about that, they are testing it in such and such a place, and we 
are watching it closely’’. Behind this screen we were able to 
prepare for the marketing of Dowgard and finally to announce it 
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at the end of March 1960 as a new product concept and catch all 
of our competitors completely by surprise. 

Interestingly enough, one of our major competitors had been 
working in the same area of a new product concept for a number 
of years and had two or three of them in the lab, we are told, 
favoring the Dowgard idea. When we announced Dowgard this 
covered that base and the competitor was forced to this second 
choice, another kind of product which, if we can believe the 
latest announcement, will outlast the car by four or five years. 
This particular product is a very surprising one from a mar- 
keting standpoint inasmuch as the competitor now has a well 
established brand of antifreeze which must be replaced annually. 
To suddenly come out and announce that this established brand is 
now old hat and that they have a new product which will last for 
five or more years, means that they have been willing to give 
away 80 per cent of their market for antifreeze. How this can be 
justified in the board room or in marketing circles generally as 
a progressive step forward from the standpoint of the manu- 
facturer is something which puzzles us all. 

Well, the mad scramble is on. It remains to be seen whether 
or not our major competitors can come up with matching or other 
new product concepts in time to get them into the fall antifreeze 
market. While one competitor has announced a new product, it 
still is not in marketing channels nor is it being advertised and 
there is some question about their ability to get the product 
ready by the end of September. Another major competitor says 
that they will have something but as yet we have no word as to 
what it will be or whether it will be ready for the fall market. 

So, let me close with this cliff hanging question. Will Dow, 
the little David of the engine coolant field, manage to slay the 
well established antifreeze giants, earning for itself a signifi- 
cant share of the national market for engine coolants? Or, will 
the two giants crush the naive novice marketer as they roll over 
him with their well established and well financed marketing 
juggernauts? Let’s leave Dow, the little David, striding confidently 
toward the giants and hope that by next June 1 can relate the next 
episode in our thriller. 


XUM 


90c. BRUNSWICK: A STUDY IN 
PLANNED DIVERSIFICATION 


L. T. Peifer* 


N selecting a topic in the general area of marketing and product 

line diversification, it was felt that because of Brunswick’s 
excellent record, the reader would be particularly interested in 
how we have accomplished our goals in the past seven or eight 
years. I’d like to give you a brief review of the past, indicating in 
some fashion what Brunswick looked like before our planned di- 
versification, and then a look at our present corporate structure, 
followed by a detailed summary of how our program was estab- 
lished, 

Back in 1952, we were kind of a small corporation known gen- 
erally for being a fine, old line bowling and billiard house. In 
point of fact, our net sales in 1952 were a little bit over $26 
million, and we were able to earn only $700,000 after taxes for 
that year. Really though, the start of our diversification program 
can be traced to this year, 1952, since we had then already estab- 
lished our Defense Division. We felt this was necessary in the 
event that there was another war. We wanted to be sure that we 
had a foothold in the defense industry so as not to be completely 
eliminated from all business in the event of a national emergency. 
It was during this period that we also formed the nucleus of our 
School Furniture Division by acquiring Horn Bros., a little com- 
pany in Fort Dodge, Iowa, which was noted for manufacturing 
folding gymnasium seating, stages and partitions. 

In looking at the Brunswick Corporation of today, we are now, 
of course, a well-diversified company in a variety of industries, 
serving the world in recreation, education, health and defense. 
This compares to the 1952 era when we were noted as a one-line 
company with 90 per cent plus of our sales being solely in the 
bowling field. Today, approximately half of our business is 
directed towards bowling, and we have split our recreation ac- 
tivity into two areas—outdoor recreation and indoor recreation. 

In the outdoor field, we now have MacGregor Sport Products 
Company, acquired in 1958, which is one of the Big Three in 
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participation sports equipment. MacGregor produces not only 
the Tourney pro line of golf clubs and balls, but baseball gloves, 
mitts, balls, and other athletic equipment, much of which is used 
by large colleges, universities, and professional teams. Mac- 
Gregor added to Brunswick another fine name of long standing 
and sound reputation. Also in the outdoor field, last year we 
acquired two smaller situations, the Red Head Brand Company 
of Chicago, a top quality manufacturer and distributor of hunting 
clothing and equipment, life jackets, and boat cushions, and Royal 
Manufacturing Company, a small concern located in Puerto Rico 
specializing in a low end line of baseball gloves and mitts. Both 
of these companies supplement our MacGregor lines and provide 
our salesmen with a ‘‘full wagon,’’ something I’m sure all you 
marketing people can appreciate. 

Also in the outdoor field, we have added to our team Owens 
Yacht Company, the second largest manufacturer of pleasure 
boats in the world. We are also in the process of acquiring Union 
Hardware Company, subject to shareholder approval and regis- 
tration with the S.E.C,. Union is a fine, 100-year old name noted 
for roller skates, ice skates, a line of golf shafts, fishing tackle, 
bowling shoes, and other athletic equipment. So you can see that 
we have pretty well covered the field with respect to outdoor 
recreation. 

Currently, our indoor recreation is confined mainly to our 
Bowling and Billiards Division. I am sure you are all familiar 
with automatic pinsetters and the great growth record of bowling 
as a family sport. 

I would now like to call your attention to summary statistics 
regarding our company. If you will review some of this data, 
particularly as it relates to sports, you will note that on the sheet 
covering growth in sports and total U. S. participation where it 
lists some fourteen major sports, we are currently in eight of the 
top nine fields. The only areas that we are not in on the complete 
list would be hunting, since we do not have a line of fire arms, 
archery, and skiing. All other equipment used in the sports listed 
is, however, sold by one of our divisions, either in the outdoor or 
indoor recreational areas. 

Now, in addition to recreation, I mentioned earlier the word 
‘feducation.’’ In 1952, we did have the nucleus of our present 
School Furniture Division when we acquired Horn Bros. However, 
the major activity in our school program continues to be school 
furniture, namely desks and chairs. Here we have become 
Number Two in the field, not by acquisition, but by internal 
growth and development. Starting from scratch, hiring a designer, 
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= GROWTH IN SPORTS 
TOTAL US. PARTICIPATION 

Category 1946 (965 Estimates 
....... 20,000 ,OOO 28,000,000 40,000,000 
Fisning. ..... 13, 100,000 20,813,000 30,000, OOO 
Bowling. . 12, 500 20,050,000 35,000,000 
9,990,000 11,784,000 20,000,000 
Basketball . 9,000, OOO 11,000, 000 18,000,000 
Baseball. . 5,000,000 7,106,000 11,250,000 
4,700, 000 6,675,C00 10,000,000 
4, 100,000 6,583,000 8,000,000 
4,300, 000 5, 100,000 10,000,000 , 
Arenery...... 1, 7OO, OOO 4,600,000 7,000, OOO 
1,400, OOO 2,180,000 4,000, OOO 
Football. ...... 1, 500, 000 1,725, 000 3,000,000 
Track and Fieia._ . 675, 580, 000 1,250,000 
Wrestling. ..... 150, 000 170, OOO 1,000,000 


coming out with a brand new line of contemporary furniture, which 
the industry so vitally needed, we then moved ahead quickly to 
become a real factor in this field. 

With respect to the word ‘‘health’’ in our slogan, during Mid- 
1959, we acquired, through a statutory merger, another century- 
old firm, the A. S, Aloe Company of St. Louis, the Number Two 
factor in hospital and scientific supplies, distributing 40,000 dif- 
ferent items in this field. This again was a part of our planned 
program. Later in 1959, we added to our Aloe Division the T. J. 
Noonan Co. of Boston for wider distribution. Early in 1960, we 
picked up the Sheridan Catheter and Instrument Co. This provides 
us with unique product growth. 

And the fourth word, ‘‘defense,’’ goes back to the nucleus of 
our Defense Division which was really started as a Brunswick 
defense to assure perpetuation of our business in the event of a 
future war. However, working with plastics in the Defense Divi- 
sion helped us to become real fine technicians and leaders in the 
field of fiberglass chairs and decorative table tops sold through 
our School Division. With this know-how and background of talent, 
our Defense Division has now become one of the leaders in sup- 
plying filament-wound glass fiber nose cones, radomes, and other 
high-quality defense products. So, there you have the present 
structure of Brunswick. 

In 1959, our combined sales were in excess of $275 million, as 
compared to roughly $26 million in the 1952 period, And, as I 


. 


526 DYNAMIC MARKETING FOR A CHANGING WORLD 


mentioned earlier, eight years ago we earned under $1.0 million 
in income. During 1959, our net income after taxes, $26 million, 
equaled our sales in 1952. I am sure also that a brief inspection 
of the facts will show that in 1960 we are continuing our upward 
trend. In fact, in our 115th year, Brunswick is still growing 
and we are still following the basic diversification plan set up 
some time ago. 

The main point of my presentation is to outline how we accom- 
plished this planned diversification. I think it started with a deep 
soul-searching of the Brunswick corporate image. In other words, 
what were we seven or eight years ago? What were our strengths, 
and what were our weaknesses? What type of activities were we 
good at? Certainly we did not want to become one of the also-rans 
in the race for highly electronic and technical progress. We were 
basically a recreational activity, and we channeled part of our 
future program in that direction. We could read the projections 
and interpret the statistics as well as anybody. These indicated 
that leisure time was an important factor for the future. More 
paid vacations, less hours worked, more leisure for the new 
developing families. In addition, the booming population was 
certainly going to place particular emphasis on the growth in 
schools and hospitals. Old age insurance, and the future studies of 
geriatrics and longevity indicated that the health field would be 
something that would fit into our patterns as long as we did not 
become too technical and attempt to compete with the pharmaceu- 
tical companies. So, recognizing what we were, what we had to 
offer, and what would fit into our talents, tastes, and preferences 
led Brunswick to establish this diversification program. Thus our 
slogan of recreation, education and health and defense was born. 

Two things are really essential in order to develop any kind of 
a diversification program. Fortunately, we had both. One was a 
dynamic, aggressive leader, such as our President, Mr. B. E. 
Bensinger, and the second was a kind of a slogan which reminds 
me of the song, ‘‘You’ve Got to Have Heart,’’ Well, we at Bruns- 
wick had plenty of heart as well as ability and moved into the 
future committed to our plan. 

Our basic objective in setting up this Business Development or 
Diversification Program was to expand and diversify into newer 
dynamic growth fields in the recreation, education, and health 
areas, while at the same time maintaining and strengthening the 
existing product structure of Brunswick by acquiring new products, 
additional channels of distribution, and research and development 
activities having future profit possibilities. As you can see, this 
was an attempt to fulfill two interrelated objectives. Basically, 
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we were committed to continue building Brunswick through a 
second acquisition program. We therefore, were going to look 
for companies or products that represented a true growth picture 
and met our financial requirements. Also, we were looking for 
the leaders of specific products in their respective fields. At all 
times we hoped to avoid companies that had difficult seasonal 
problems. 

In looking for acquisition candidates or new products, we 
attempted to seek out companies where earnings had increased 
at a rate of at least 8 to 10 per cent per year. Further, the com- 
panies’ earnings had to be stable and capable of generating new 
earnings on incremental capital at least equal to earnings on 
existing capital. In order for a company to be considered a growth 
situation as we defined it, we looked for those whose sales were 
growing at a much faster rate than the national economy. Since 
the gross national products of our economy had been increasing 
at an average rate of 3 to 4 per cent per year since World War II, 
we looked only for those companies that far exceeded this rate. 
Other characteristics of growth companies appeared to be that 
they did not suffer a setback during the downward phase of the 
business cycle and were able to avoid extreme cyclical functua- 
tions. We also felt that a company, in order to be a proper candi- 
date, had to occupy a top position in its market with a sound 
merchandising program that indicated it would be able to hold its 
position as far as market penetration was concerned. 

As part of our approach, we established a broad policy of 
always being in a position to follow an aggressive program of 
seeking the companies in which we were interested rather than 
having a passive attitude of waiting for situations to be brought 
to us. Along this line, we established the Business Development 
Department to follow through on the program, keeping in mind 
the objectives and closely adhering to the policies, which were as 
follows: 


First, we maintained a policy of no dilution of earnings. In 
other words, we attempted always to add to Brunswick’s overall 
earnings rather than to dilute them. 


Second, we hoped to add to the book value of Brunswick and 
would not dilute our own shareholders’ equity by an acquisition. 
A brief inspection indicates that Brunswick’s book value has 
constantly increased. Of course, the majority of this is due to 
our excellent earnings record. On the other hand, every acqui- 
sition we made has been ‘‘in the ball park’’ with respect to these 
policies of no dilution of book value or earnings. 
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Third, we looked for a certain minimum return on investment 
before taxes. We defined investment as total capital employed in 
the business and not just net worth, 


Fourth, we were committed to investigate only those companies 
that had sound management. Brunswick was in no position to 
dilute its own management, and looked only at those companies 
that had young, dynamic management capable of carrying on and 
“driving its own trucks,’’ so to speak. Therefore, we had our 
basic objectives and policies, dynamic leadership, and a Business 
Development Department to follow the program established. 


The procedures of the Business Development Department be- 
came pretty easy to follow once we had identified the specific 
product areas of interest. This department set up a complete 
staff in order to seek our companies, screen them, make proper 
contacts, handle field trips, analyze and negotiate, and present 
companies to our executive committee and to our Board of Direc- 
tors for final consideration and approval. 

This, then, has been the history of how we accomplished what 
we have, how we have grown from a small enterprise into a 
successful, large company. I think the most important factor of 
Brunswick’s success was that we took a good close look at our 
own corporate image before making our first move. We knew 
what we wanted to do, and Management, as a team, had faith in 
our program. I believe also that our policies of no dilution not 
only of earnings and book value, but also of management have had 
an important bearing on our progress to date. In looking for 
growth companies with good earnings and sound management, we 
put particular emphasis on the personnel end of our searches. In 
other words, we made sure that the management of the companies 
we were interested in felt the same way about the affiliation or 
marriage as we did. We made sure that these men were the same 
kind of fellows that we were. We offered good incentives—ex- 
cellent bonus plans, stock options, and a chance to run their own 
show. In other words, closely held companies could almost ‘‘have 
their cake and eat it, too’’ by joining Brunswick’s team. As long 
as they could keep pace with us in their sales and earnings growth, 
they could gain liquidity, diversify their investment, and still 
preserve their status. 

As you can see, we at Brunswick are real fond of the word 
‘‘diversification’’. I hope this presentation has given you a good 
insight as to how we established our overall program. We think 
it has done wonders for us, and I am sure that many fine com- 
panies are probably following a similar pattern. 


dla. THE SHIFTING PATTERN OF CONSUMER 
GOODS DISTRIBUTION 


H, V. McNamara* 


URING this last decade, 1949 to 1959, the nation’s food retail- 

ers set a record, that is probably unique in the history of 
U. S. Retailing. In 1959, sales reached a new all-time high, and 
for the first time exceeded the $50 Billion mark. Sales of chain 
and independent grocery stores rose 4.2 per cent in 1959 to $50 
Billion $325 Million. This is double what it was just ten short 
years ago. In 1949, chains and independents total sales amounted 
to $25 Billion, $750 Million. When an industry DOUBLES its sales 
in ten years, you know it’s a growing, changing industry! 

In order to achieve this growth, our industry has had to solve 
many problems in a very short time. By far, the majority and 
most pressing of these problems were concerned with the physical 
properties of the stores themselves. . .size of stores. . .re- 
frigeration. . .self-service meats. . . warehousing. . .transpor- 
tation. Much of our effort and a great deal of our financing has 
been devoted to finding the answers to these operational problems 
up to this time. But now, with most of the solutions to operating 
difficulties at hand, we can turn our attention to marketing. I am 
not saying that ‘‘marketing’’ has been ignored in the past. But, 
since it is the fundamental in our business, I do not think it has 
received the consideration and attention that it deserves. 

We, as an industry, are going to have to come up with new, 
imaginative approaches to this basic problem, if we expect to en- 
joy the continuation of this growth during the years ahead. Con- 
ferences will do much to help us. . .through the interchange of 
ideas and information, through the sharing of problems and solu- 
tions, through the help of the experts in all the various phases of 
marketing, research, testing, development of new products, etc., 
we can, together, do a much faster, more efficient job of finding 
the answers to marketing problems, which seem to be bothering a 
lot of us in the industry. 


*H, V. McNamara, President, National Tea Company. 
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Will There be Increasing Control of Retail 
Distribution by Large Manufacturers? 


I do not know what is meant by the term ‘‘increasing control,’’ 
because I know of no controls that the manufacturers now have 
over retail distribution. The retailer has done a pretty good job 
of controlling his own distribution. In fact, many manufacturer 
friends of mine tell me, that we have done too good a job in our 
control. But, we are not interested in turning this job over to the 
manufacturer. Since the retailers are growing in status all the 
time, due to the operation of larger stores, and more of them, I 
see no reason why or how large manufacturers are going to in- 
crease their control over retail distribution. We believe that the 
average manufacturer is fully content with the manufacturing busi- 
ness, and that he has little or no interest in the retail side. . .so 
long as he can get distribution of his product. 

There has been a lot of talk about the PACKING YARD ACT, 
and the possibility of elimination of some of the restrictions on 
the meat packers, so they can experiment in the retail business. 
But, we believe that the packers want this law rescinded more in 
the light of giving them flexibility in introducing new products, and 
for the purpose of expanding their lines into more profitable 
fields, rather than the erroneous impression that has been voiced 
by many. . .that which would lead you to believe that the packers 
want to get into the retail meat business. We believe that the ex- 
tent of the meat packers’ interest in retailing is limited to testing 
their new products and acquiring distribution for successful old 
products. 

Of course, the retailer must be cognizant of the possibility of 
manufacturers entering the retail business, and do everything 
possible to circumvent the need for the manufacturers’ entry here 
by cooperating with them in the introduction and testing of new 
products, and supporting these items which have been proven over 
the years to have satisfactory consumer acceptance. 

If there is a move by major manufacturers to get into the re- 
tail business, we believe it would be more along the lines of spe- 
cialization rather than the general retail line. It is conceivable 
that a packer might establish a string of meat markets, a nut 
roaster might establish a chain of nut stores, ice cream manufac- 
turers might initiate a chain of soda fountains, a dairy might es- 
tablish a string of dairy stores. . .frozen food manufacturers 
might even establish restaurants as outlets in the retail field. 
However, I, for one, believe the manufacturer does not want to get 
into all of the involved details of operating a retail business, with 
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its low margin of profit, competitive problems, and all the other 
things that harrass those of us, who have chosen the retail food 
business as our profession. 

As long as we, the retailers, provide the outlet for the manu- 
facturers’ merchandise, I think we have little to fear from the 
manufacturer becoming a retail competitor. And, if and when he 
does, he will have no more advantages than have we. . .and he 
will find competition ceases to make the field of retailing attrac- 
tive to him and to his shareholders. 


‘““Will the Retailer, in Turn, Integrate 
Backward into Manufacturing to a 
Greater Extent?’’ 


My immediate reaction to this is. . .NO! Not so long as the 
manufacturer supplies satisfactory merchandise in ample quantity, 
supported by research, development, marketing, merchandising 
and advertising know-how to create, attract and hold consumer 
acceptance. By failing in any of these avenues, the manufacturer 
opens the door to the retailer to go into the manufacturing busi- 
ness. I do not believe that any retailer wants to get into the manu- 
facturing field, any more than I believe that the manufacturer 
wants to get into the retailing field. Unless, for one reason or 
another, he finds that the manufacturer is unwilling or unable to 
supply him with the merchandise to allow him to operate his retail 
business profitably. 

In this regard, I would like to familiarize you with our concept 
of the future possibilities for retailer interest in manufacturing 

. .or insofar as that goes. . .in the retailer’s interest in pri- 
vate brands, whether manufactured by himself, or purchased from 
other established manufacturers to be sold under the retailer’s 
own controlled label. At National Tea Co., we will not approve a 
new private label item unless the market for that item nationally 
is large enough, that we think it can support our private label, and 
offer sufficient sales volume to justify the private label on our 
shelves. For example, one of our people recently suggested that 
we enter the liquid starch business, which we could do convenient- 
ly and with a minimum investment. We researched the market, 
and found that this was not a large market, but a growing one. By 
considering the national sales volume, and applying our percent- 
age of the total food business to the national sales volume, we 
could tell to a fair degree of accuracy, what the potential would be 
for all brands, advertised and unadvertised, in our stores. Figur- 
ing that we could capture a fair percentage of the business for our 
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own label (this would amount to about 20 per cent of the total), we 
then could arrive at the potential annual sales volume for a pri- 
vate label of our own development. Assuming that the private 
label item would retail for 15 per cent to 20 per cent less than the 
nationally advertised counterpart, we could readily ascertain how 
much more tonnage we would have to move to maintain the same 
dollar volume as that enjoyed by the nationally advertised product. 
In further analysis of the total market, we found that 60 per cent 
of all the liquid starch sales are controlled and owned by one 
brand name. This told us that this might be an impregnable mar- 
ket to shoot for, since it was a captive market, owned for the 
present by one old and well accepted manufacturer. Needless to 
say, our executive committee turned down liquid starch as a pos- 
sibility for a new private label product. 

If and when we do decide we need a private label, it is only be- 
cause competition forces it upon us, since first and foremost, we 
are a nationally advertised brand names organization. However, 
once we do decide we must have a private label to compete favor- 
ably and to service our customers with what they demand, our 
next step is to go to the major manufacturer of that commodity, 
and ask him to produce the item for us on his own lines, with his 
own manufacturing know-how, backed by his own research develop- 
ment and quality control. . .with only a change of packaging, 
labels, etc. We do this on the basis of offering to the manufacturer 
an intensified interest in his own label, along with an interest in 
our private label. Thus we form a merchandising team, wherein 
the manufacturer of our private label gets preferred treatment in 
our retail merchandising in return for becoming a supplier of our 
private brand in competition to his own. In other words, instead 
of fighting his competition, he joins them, and all of this tonnage 

. . the advertised brand tonnage as well as the private lable ton- 
nage. . .is produced at his plant, reducing his overhead, sharing 
the burden of cost with his own line. . . thus making his own line 
more competitive in the advertised brand field. 

I have told this story before, and many people have said that 
this cannot be done. But it is being done. . .by ourselves and 
some oi the top manufacturers. . .in fact, the biggest manufac- 
turers in the United States. I could go on but to do so would only 
be to inform our competitors on how to better compete with us. 
You may call it integration. . .either horizontal or vertical. . . 
or what you will. . .we prefer to call it merchandising coopera- 
tion. But, the main point I want to get across is. . .by keeping 
private labels in their proper channels of manufacturing and dis- 
tribution. . .there is no desegregation. . .and whether sold un- 
der the manufacturers label or the retailers label. . . the tonnage 
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generally remains where it belongs. . .with the manufacturer. 
The only advantage to the retailer and to the consumer is the fact 
that the distribution costs are taken away from the end product to 
a point where there are economies involved. Other than that, the 
product remains fundamentally the same. The big advantage to 
the manufacturer that is cooperative enough to take on the private 
label, is the preferred treatments he gets on his own brands... 
thus increasing sales on these products of his own label. . .plus 
the increased total tonnage in his own plants which decreases fixed 
overhead and operating expenses for his company. 

You can see from what I have just told you that we have no de- 
sire to get into the manufacturing business. . .in fact, our own 
manufactured products resulted in less than two per cent of our 
total sales last year, about $11 million of our total $830 million in 


sales. There may be an interest in more private labels. . .pos- 
sibly as the need is created through demands of the consumers. 
But. . .again I can assure you that this private label business, if 


and when it comes, will be placed with an established manufactur- 
er, and not in our own manufacturing department. Of course, 
where the manufacturer refuses to talk to us, and we have no other 
source of supply. . .we will be forced into manufacturing our- 
selves if we think the situation is serious enough to justify such 
action on our part. But, this is the last step along the road to 
private labelling. For our part, we do not like to talk about pri- 
vate label. . .but it always seems to be a subject which gets head- 


lines, and enters practically all conversations in meetings of this 
kind. 


There is one more thing to be considered. . . The image of 
the supermarket is growing in stature. . .the supermarkets are 
located in the customer’s neighborhood. . .they are a part, a 
vital part, of the customer’s daily life. . .they are living up to 
the confidence the customer has in them. . .and the time is fast 


approaching when the name on the pylon of the supermarket may 
seem more important to the customer than the name on the prod- 
uct she buys there. With new store installations amounting to as 
much as $1 million or more ina single neighborhood, in the eyes 
of the consumer, the supermarket operator has invested more 
money where the consumer can see it than has the manufacturer 
who might have a $100 million in investment in a plant 100 miles 
away. It is the things we can actually see, the concrete, material 
things, that sometimes form the most lasting impressions, and, of 
course, all merchandising and selling is concretely affected by 
impressions. Thus, we can say, that the time may come when the 
name on the supermarket may mean more to the customer than 
the name on the product that she buys. This also means that the 


| 


534 DYNAMIC MARKETING FOR A CHANGING WORLD 


name ‘‘Natco’’ on a can of peas may be more important to her 
than the name ‘‘Del Monte’’ or ‘‘Stokely’’. . . Simply because of 
the enlarged status of the supermarket itself. 


‘“‘What Will be the Future Patterns of 
Distribution for Food Items, Soft 
Goods, Consumer Durables ?’’ 


We don’t believe there will be any great change in the present 
pattern of distribution! Particularly in foods! Unless by the fu- 
ture, you are talking about 100 years from now. When I think of 
the future, I think of the next ten years. 

This is a leading question, and probably was created to bring 
about a discussion of discount houses. But, frankly, the super- 
market has already established itself as a discount house in the 
food business. After all, you must be operating at a discount 
house when you are selling $900 million worth of food at less than 
one per cent net profit. . .at the lowest expense ratio of anyone 
in the industry. If we had high margins, we would be wide open 
for discount house operations. But, since we are operating on 
margins of 18 to 19 per cent and our operating costs are all but 
one per cent of that mark-up. . .there is not much room for dis- 
counts. However, we do have discounts every week ofthe year. . . 
only we call them declines. In addition, we give trading stamps, 
which is a flat two per cent discount on everything we sell. 

Mathematically, it should be impossible for us to show a profit 
in the retail food business today. . . because, if we would take our 
standard mark-up, and deduct all of our declines, operating and 
distribution expenses, we would come up with a red figure. It is 
only because there are certain fringe benefits in the retail food 
business. . .such as cash discounts, advertising and trade dis- 
counts, and other allowances, which, in the final analysis, change 


this red figure into a black one. . .although a very small one. . . 
which allow us to show a profit. If there is any future for the so- 
called discount houses. . .it is in lines where historically large 


margins can be cut in half and still allow the retail operator to 
enjoy a healthy profit well in excess of what we expect in the food 
business. 

But, here again. . .we don’t fight it, we join it. We have al- 
ready established food stores in discount houses. They are good 
traffic pullers. . .and we like them. In the shopping centers and 
other multiple store operations, the supermarket usually has to 
attract the traffic for the entire operation. I am happy to see that 
in joining the discount houses. . .they are very capable of pulling 
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in their share of the traffic. We will join the discount houses as 
long as they’ stay in their own line of business. . .and leave the 
selling of food to us. We will help them do a successful job in 
every way that we can. 

No. . .I can’t tell you too much about a future pattern of dis- 
tribution in our business. Because, what we say here today is our 
present thinking, and the pattern can change overnight. However, 
I feel that the pattern of distribution. . .although it has been 
called by many different names. . .will be fundamentally the 
same 10 years from now as it is today. The only difference will 
be bigness. . .because we must all do things in a bigger way 
since we will be serving a bigger population with a bigger expend- 
able income. 


‘‘What Are the Implications for Changes 
of this Sort for Marketing Strategy by 
Retailers, Wholesalers, and Manufac- 
turers??? 


I’m not sure I know what is implied by ‘‘implications for 
changes,’’ because, as I have said, I see no drastic changes for 
the next ten years, except a growing business. So, I doubt that 
there will be much change in marketing strategy. You cannot keep 
on changing just for the sake of change. Changes are usually made 
for the improvement and betterment of an industry and we have 
come through so many changes during the last 20 years, that we 
have almost reached a point of limitation insofar as change itself 
is concerned, 

The foremost change has been in self-service operation. The 
second. . . larger and more elaborate stores. The third. . . ex- 
panded parking facilities. Fourth. . .consolidation and realign- 
ment of independent retailers into cooperatives or voluntaries. . . 
with independent retailers working with a central source of supply 
to compete with the corporate chains. This change has been made 
efficiently and successfully. It started out slow, because it did not 
appeal to the wholesalers who were content with their high mar- 
gin and low volume, operating their wholesale business in name 
only, because, many of their customers purchased from so many 
wholesalers, that any one wholesaler was only getting a minimum 
order which more often than not amounted to a good size retail 
order instead of a wholesale purchase. Today, through concen- 
tration of their purchases with one voluntary or co-op wholesaler, 
the independent operator places sufficient volume to justify his 
wholesaler in giving him cost plus deliveries and in many 
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instances, these supply depots are just as efficient as the cor- 
porate food chain in their distribution operations. 

There has been a lot of talk about the Federal Trade Commis- 
sion and it’s investigation of corporate chains and their expansion 
through acquisition. But. . .the greatest growth in the food busi- 
ness has been in the voluntaries and co-ops. . .and this has been 
borne out by the concluding comments of the Federal Trade Com- 
mission investigations of the food industry, wherein they stated, 
and I quote: ‘‘to conclude: Food marketing is characterized by 
increasing size of plants and firms, increasing efficiency, anda 
tendency toward concentration. Although the unaffiliated retailer 
is rapidly losing position, voluntary and cooperative distributors 
have shown a capacity for effective competition with the corporate 
chain.’’ Don’t get me wrong. . .I am not trying to flatter a com- 
petitor. In fact, I never voluntarily flatter a competitor. But... 
facts are facts. The independent operators are, today, enjoying 
about every advantage of the corporate chain insofar as buying 
and selling are concerned. . .and the only place where we might 
have a slight advantage is that we are still able to finance our- 
selves through our shareholders. . .and we are able to attract 
good people to us to help us build a bigger and better company. 

These advantages are only temporary, if they exist atall. .. 
because as the status of the independent operator grows with his 
supplier, the voluntary or co-op distributor, so too will his repu- 
tation with the banks improve. .. So that, he also will enjoy our 
financing methods. . .and will attract better people to help him 
build a better organization, In fact, as it now stands, and I know 
the boys in the voluntary and cooperative organizations (many of 
whom are my friends) will- love to hear this. . . the independent 
operator, with 1, 2, and 3, stores. . .employing his family and 
friends. . .being on the ground floor, doing his own ordering, 
writing his own advertising, handling his own personnel, greeting 
his own customers. . .is the toughest kind of competition we are 
facing today. Give me any corporate chain next door, any time, 
in preference to a good smart aggressive independent operator 
who is not afraid to work. . .because we know how to fight the 
corporate chain. . .our problems are also his problems. . .and 
vice versa. But it is tough to fight an individual, or 100 individuals 

. .all shooting at you from a hundred different directions. 
There is business enough for all of us in the big food industry 
. .the manufacturer and the retailer, be he chain, co-op, volun- 
tary, or independent. . .and I quite firmly believe that we’ll let 
the manufacturer control his business. . .and I also believe that 
the manufacturer is perfectly willing tolet us control our business, 
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I am quite sold on the efficiency, economy, and effectiveness 
of our present method of distribution. . .and I doubt that there 
will be too much change in the system. . .at least, not just change 
for the sake of change. But, there will, of course, be constant 
improvement. . .greater efficiency. . .and improved economy 
of operation in order to serve our customers better and save 
them more on everything they need for the health and welfare of 
their families. We must keep America the best fed nation in the 
world, and to do this we must keep our great retailing industry 
the most efficient in the world, and our tremendous processing 
and manufacturing industry the best in the world. We, the retail- 
ers have done our part, and will continue to do our part. 

And now to conclude, I would like to relate our definition of 
merchandising, because as you learn our attitude towards mer- 
chandising, you will better understand our high appraisal of the 
position the manufacturer holds in total marketing of the product 
sold in our stores. Merchandising is the planned, scientific proc- 
ess of moving products of the soil or manufacture from the source 
of supply, the producer, to the place of consumption, the con- 
sumer. Although most commonly associated with products of a 
material nature, the term merchandising can and often is applied 
to services as well. 

Merchandising in it’s customary application to business today 
is the acceleration, that is usually applied after the normal mar- 
keting pattern has been planned or established, and provides the 
impetus necessary, if the product or service involved is going to 
move faster or in greater quantity from producer to the consum- 
er, at a profit for the merchandiser and those, who employ his 
services. Although primarily associated with buying and selling, 
because of it’s all inclusive processes in moving products or 
services from the source of supply to the ultimate consumer, 
merchandising is closely associated with and directly affects all 
important facets of all business, including: 


Research and Development 
Products and Raw Material 
Manufacturing and Processing 
Management and Administration 
Marketing and Distribution 
Advertising and Sales Promotion 
Sales and Profits 


The modern merchandiser or merchant is inclined to perform 
or direct his merchandising processes in a more scientific, 
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specialized manner, and has become more involved in creating 
business through modern promotional methods, than in just han- 
dling existing business, as was the practice of the merchant years 
ago. Today’s big problem in business is not production, but 
merchandising! Just as there is a better way to make a product, 
there is a better way to merchandise it! 
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dlb. IS INTEGRATION IN 
RETAILING STYMIED? 


Richard H, Holton* 


HE development of the chain store in the United States has long 

been regarded, and quite properly, as one of the great revolu- 
tions in the distributive sector of the economy. The benefits con- 
ferred on the consuming public by the chains are widely recog- 
nized, Not only have they exerted a continuous downward pressure 
on distribution margins, they have also in many instances operated 
to reduce manufacturing costs as well. And of course they have 
served to keep the independent retailer on his mettle. Although 
we must recognize at least some of the time-worn complaints 
about the chains, there is little doubt that on balance the country is 
better off because of them. 

The public at large seems to hold to the view that the chains 
are growing all the while and that it is only a matter of time until 
virtually all retailing falls within their grasp. In a panel discus- 
sion of ‘‘The Shifting Pattern of Consumer Goods Distribution’’ it 
would seem appropriate to look at the box score in this contest 
between the chains and the independents and especially to consider 
the outcome of the whole struggle. 

First of all, we might remind ourselves that according to the 
1954 Census of Business (the 1958 Census is not yet available), 70 
per cent of the total retail trade in the country was accounted for 
by single unit firms. So even if we define a chain store as a retail 
organization with just two or more retail units, the chains did not 
have even a third of the market. 

Secondly, it is not at all clear that the single unit firms have 
lost any substantial share of the market to the multiunit firms 
since the first Census of Business was taken in 1929. Changes in 
the classification schemes employed by the Census make compar- 
isons over time a bit difficult, but one can get a rough idea of the 
strength of the single unit firms in 1929 and 1939. In 1929 the in- 
dependents must have done between 64 and 72 per cent of the busi- 
ness, and in 1939 between 65 and 69 per cent, as compared with 
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the 70 per cent in 1954, (For the sake of simplicity here I am 
using the term ‘‘independent’’ synonymously with ‘‘single unit 
firm’’ and the term ‘‘chain’’ refers to any multiunit firm.) It may 
be accurate to say that in 1929 the independents had about two- 
thirds of the retail market, they lost a little ground to the chains 
between 1929 and 1939, but since 1939 they may have gained on the 
chains just a bit. It is obvious that neither side has recorded any 
really significant gains since 1929. 

But these aggregate data cover up a lot of significant differ- 
ences among the various kinds of business. Perhaps the most in- 
teresting point which is obscured by the aggregate data is this 
one: If you look at the strength of the independents in the various 
kinds of business (grocery stores, hardware stores, department 
stores, and so on) in 1929, 1939 and 1954, you find that the inde- 
pendents lost ground to the chains in more cases than not over the 
1929-39 period, but between 1939 and 1954 the story seems to be 
reversed. Since 1939, the independents appear to have gained 
ground on the chains in at least two kinds of business for every 
one in which the reverse was true. Of course there are certain 
problems in comparing these data over time, but I’ve looked at the 
data several ways and this general conclusion seems to emerge 
every time. Unfortunately the 1958 Census of Business data on 
single and multi-units have not yet been released, so we can only 
talk of the statistics of six years ago. 

Why have the single unit firms not increased their share of 
total retail trade significantly since 1939 if they have increased 
their market share in so many of the individual kinds of business? 
The answer is reasonably straightforward. In two of the biggest 
kinds of business, namely grocery stores and department stores, 
the multiunits have gained very substantially. The immense dollar 
volume of these two kinds of business is so great that the greater 
strength of the chains in these two fields has gone far to offset the 
chains’ relative losses in the other kinds of business. 

With this quick review of the recent growth of the integrated 
chains in mind, what can be said about the prospects for change in 
the present equilibrium between single unit and multiunit retail- 
ers? We are all familiar with the advantages and disadvantages of 
chain stores as usually cited. I would prefer to approach the prob- 
lem a bit differently by examining briefly the kinds of business in 
which the single unit firms are strongest and the kinds in which 
they are weakest. 

The 1954 Census of Business provides data onsingle and multi- 
ple unit sales for 35 kinds of business. In Table I these kinds of 
business have been arrayed in descending order of the percentage 
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Table I 


Percentage of Sales Accounted for by Single Unit Firms, 
by Kind of Business, United States, 1954 


Drinking places 97 
Passenger car dealers (franchised) 95 
Fruit stores, vegetable markets 93 
Florists 92 
Gift, novelty, souvenir stores 92 
Passenger car dealers (nonfranchised) 91 
Farm equipment dealers 91 
Sporting goods, bicycle stores 89 
Gasoline service stations 87 
Meat markets, fish (seafood markets) 85 
Camera, photographic supply stores 84 
Eating places (including refreshment stands) 83 
Fuel, ice dealers 82 
Book, stationery stores 82 
Hardware stores 81 
Cigar stores, stands 81 
News dealers, newsstands 80 
Plumbing, paint, electrical stores 79 
Furniture, home furnishings stores 78 
Lumber, building materials dealers 76 
Jewelry stores 76 
Candy, nut, confectionery stores 75 
Bakery products stores 75 
Household appliance, radio, TV stores 75 
Music stores 75 
Drug stores, proprietary stores 73 
Feed, farm, garden supply stores 71 
Liquor stores 66 
General merchandise stores, Nn.e.c. 64 
Tire, battery, accessory dealers 58 
Women’s clothing specialty stores 57 
Grocery stores 52 
Shoe stores 44 
Department stores 24 
Variety stores 17 


Source: U.S. Census of Business, 1954, Vol. I, Table 4A. 
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of sales accounted for by single unit firms. It is illuminating to 
surmise the factors conducive to horizontal integration in retailing 
by studying the kinds of business which are at the extremes in this 
array. Let us consider the five kinds of business at the top of 
the list and the five at the bottom. Single unit firms are strongest 
among (1) drinking places, (2) franchised passenger car dealers, 
(3) fruit stores and vegetable markets, (4) florists, and (5) gift, 
novelty and souvenir stores. Single unit firms are weakest among 
(1) variety stores, (2) department stores, (3) shoe stores, (4) gro- 
cery stores, and (5) women’s clothing specialty stores. We might 
note in passing that the distribution of percentages is far from 
normal. The five largest percentages range only from 92 to 97 
per cent, whereas the smallest range all the way from 57 per cent 
down to 17 per cent. 

What are the features of those five kinds of business in which 
chains are strong which distinguish them from the five kinds of 
business in which the single unit firms are strongest? I would like 
to offer some generalizations on this question, generalizations 
which of course need qualification but which can perhaps provide 
some insight nonetheless. 

Many writers have discussed the advantages and disadvantages 
of integration in marketing and it would be a waste of time for me 
to cite these pros and cons before an audience such as this, In- 
stead, I wish to rework some of the old ideas and perhaps add one 
or two new ones to form a somewhat different framework, a 
framework which may help raise some questions about the future 
of integration in marketing. In applying this framework, it will be 
helpful to refer from time to time to the five kinds of business at 
both extremes of the array in Table I. 

We must first note the distinction between vertical and hori- 
zontal integration. In some types of retailing, such as department 
stores, there is a great deal of horizontal integration of retail out- 
lets but not much vertical integration. At least the vertical inte- 
gration seldom extends back to ownership of manufacturing facili- 
ties although it may, of course, extend in many cases back to 
wholesaling. On the other hand, both horizontal and vertical inte- 
gration are found in some instances, such as shoe stores and tire, 
battery and accessories dealers. Here the horizontal integration 
is often a consequence of vertical integration. 

Second, it is important to remember that many of the advan- 
tages of vertical or horizontal integration can be achieved by 
means which fall short of complete ownership of the establish- 
ments concerned. This quasi-integration, as it has been termed, 
can be achieved by such devices as exclusive franchises, 
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cooperative wholesaling, and other familiar means. So in some 
kinds of business which might otherwise seem appropriate for 
integration, the single unit firm is still strong because quasi-inte- 
gration is a satisfactory substitute for full vertical or horizontal 
integration. 

The third point in this analysis concerns what may be the cen- 
tral reason for the efficiency of the chain store organization. In 
some kinds of retailing, the decision-making can be reduced to a 
routine. The decision about what to buy, the pricing decision, the 
advertising and window display decisions, the decision about credit 
plans to be made available to customers—in all these cases a 
single decision can do for a substantial volume of sales. In other 
words, the distribution of goods in the mass is a means of reduc- 
ing the cost of decision-making per dollar of sales. It is more 
common to hear it said that mass distribution economizes on 
managerial costs. This is the same idea, but the latter way of 
putting it misses the central point. We often hear that chains are 
likely not to be strong in those kinds of retailing in which personal 
service at the point of sale plays a critical role. But often the 
personal service is necessary just because the treatment of each 
customer cannot be reduced to a rigid routine. So in looking at 
the role of the chains in the various kinds of business, we might 
consider this question of the amount of routine involved in the dis- 
tribution job. 

The fourth point deals with the use of the cost savings which 
result from the ‘‘routinization’’ (to use a barbarism I would pre- 
fer to avoid) of decision-making. One alternative is to pass the 
cost savings on as price reductions. We expect this in cases 
where the demand for the goods in question is particularly price- 
elastic, i.e., so responsive to the price reductions that the firm’s 
total dollar sales are greater at lower prices. This has certainly 
been the case with grocery stores, variety stores, and possibly 
shoe stores as well. Looking at the top of the array, one can see 
that in the case of drinking places, florists, and gift, novelty and 
souvenir stores price competition is not particularly intense for 
several obvious reasons. Of course, in these three kinds of busi- 
ness it is doubtful that the decision-making could be reduced to a 
routine in the first place and if so, whether the savings would be 
significant. We need not be surprised, therefore, that single unit 
firms predominate in these kinds of business. 

The second alternative use of the cost savings is not in price 
reductions but in beefing up other components of the ‘‘marketing 
mix.’’ Suppose that in a given kind of retailing the sales are not 
as responsive to price reductions as to advertising, display, store 
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location, breadth of selection and other non-price variables. Un- 
der these circumstances the astute retailer will not use the sav- 
ings (at least not all the savings) from integration to reduce prices 
but rather he will spend more on these other means of increasing 
sales. Although I do not wish to play down the importance of price 
competition in the strategy of the department stores, I wonder 
whether they are not using this second alternative. Needless to 
say, these two alternatives as I have spelled them out are only the 
two extremes in a spectrum. Cost reductions from integration 
might be used to employ some combination of the two contrasting 
strategies. 

Referring again to drinking places, florists and the gift, novelty 
and souvenir stores, can we say that integration is discouraged 
not only because of the limited possibilities for cutting costs by 
reducing the marketing job to a routine but also because demand 
at any given retail outlet is relatively insensitive to the non-price 
variables as well as to price? 

As a fifth step in this brief review of the prospects for further 
integration in retailing we should take note of certain other char- 
acteristics of some types of retailing which may discourage inte- 
gration. Vertical integration is of course deterred when the 
assortment at the retail outlet is vastly different from the assort- 
ment produced by the manufacturer. Because the housewife ex- 
pects such a wide assortment in the supermarket, even General 
Foods hesitates to open its own retail stores, recognizing that in 
doing so they would have to become retailers of countless products 
other than their own if they were to succeed. This assortment 
problem has not been an unsurmountable obstacle, of course; the 
Firestone stores are a case in point. 

The importance of decentralized pricing is possibly another 
deterrent to integration, a deterrent which can be overcome but 
only by relatively sophisticated means. It is probablya reasonably 
accurate generalization that typically in any marketing situation 
the individual who owns the merchandise in question hesitates to 
let some other party determine the price at which that merchan- 
dise is to be sold. Therefore the owner must devise decision 
rules for employees charged with setting specific prices. Rules 
about allowable percentage mark-ups and the like can reduce this 
to a routine in most types of retailing. But in automobile retailing 
for example, the trade-in problem makes each sale a negotiated 
one. Under these circumstances it may be more difficult to re- 
duce pricing to a cold routine which can be dictated to dozens of 
retail locations from a central office. Chains of agencies do 
exist, of course. My point here is only that the pricing problem 
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may be one factor which discourages integration in this particular 
case. 

Two final obstacles can be mentioned. In those types of retail- 
ing where the assortment at the individual outlet must be carefully 
tailored to the local demand conditions, both horizontal integration 
and vertical integration are inhibited because decision-making 
must be decentralized. And secondly, in some businesses the 
chains may be at a distinct disadvantage in terms of labor costs 
and the conditions of entry. Chains are more likely to be strong 
in a particular kind of business if entry is sufficiently difficult to 
prevent the constant influx of large numbers of entrepreneurs 
whose profits are less than the going wage. It would be interesting 
to know, for example, the net income of the owners of the fruit 
stores and vegetable markets, where single unit firms are so im- 
portant. Frequently these small entrepreneurs lose their invest- 
ment and exit only to be replaced by firms who go through the 
same cycle. 

With these comments in mind, in what kinds of business in 
Table I would we expect integration (either horizontal or vertical) 
to advance next? In several instances the various forms of quasi- 
integration appear to be operating successfully and in others some 
of the barriers to integration probably will continue to overshadow 
the possible gains from integration. But I am curious about the 
following in particular: sporting goods and bicycle stores; camera 
and photographic supply stores; book and stationery stores; and 
hardware stores. The hardware stores particularly puzzle me. 
Is the hardware business so vastly different from, say, variety 
stores or the tire, battery and accessory business, where chains 
are so strong? Of course we must recognize that integration may 
be making considerable headway in the retailing of these goods not 
because stores in these categories are integrating, but rather be- 
cause the department store and other integrated retailers are 
raiding these product lines. 

I have emphasized that the chains are at an advantage when the 
decision-making involved in marketing a particular type of good 
can be reduced to a routine. But here a critical difficulty arises 
when we consider the prospects for the chains. As incomes in- 
crease and the array of consumer goods expands at the same time 
that the goods become more complicated technically and chemical- 
ly, the consumer may need and want more advice and help in mak- 
ing his selection at the point of sale. So the expanding array of 
alternative goods and versions of goods may make it increasingly 
difficult to reduce to a routine the costliest part of the retailing 
operation, namely making the sale. On the other hand, if the 
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manufacturer ‘‘pre-sells’’ the consumer, of course, the negotia- 
tion at the point of sale is simplified, so possibly the ultimate 
sale to the consumer can become even more routine than at pres- 
ent. 

This brings us back to an old stumbling block with which the 
chains are very familiar: the difficulty of competing with the in- 
dependents in matters of personal service. It is curious, for 
example, that in Table I the independents have roughly 80 per cent 
of the hardware store sales but the chains have about 80 per cent 
of the variety store sales. Surely the greater personal service 
expected in the hardware store is part of the explanation for this 
difference. In retailing generally, but particularly in the case of 
the chain store, I daresay the customer still feels, despite such 
mottoes as ‘‘the customer is king,’’ that the retail clerks are only 
the front line troops of a massive organization composed of manu- 
facturers, wholesalers and retailers, an organization which exists 
for the exclusive purpose of separating the customer from his 
cash. Of course this is a rather heavy-handed way of making the 
point. Let me express it differently. How many times in the last 
month have you, as a customer, dealt with a retail clerk whom you 
felt was really on your side? Such clerks are rare, but they seem 
not to be quite as rare in independent stores as in chain stores, 
As personal incomes continue to rise, consumers may become 
somewhat less price conscious; if this happens, the independent’s 
advantage in the field of personal service may count for more, 
relative to the chain’s price advantage, than has been the case in 
the past. Perhaps the chains can make more headway with this 
problem, however, and thus expand their share of retail trade. 
The chains might be well advised to use any savings resulting 
from improved buying and handling not to reduce prices but rather 
to improve the quality of the personal service offered. 

But the rise in incomes and the changing way of life in America 
may also be reducing another advantage the chains have enjoyed. 
The rush to the suburbs has led to a highly standardized suburban 
family. You are no doubt aware of the evidence that a life cycle in 
consumer housing is developing. The young married couple has 
an apartment in the city while the husband finishes school and then 
puts in the first few years on the job. The the children come along 
and the family moves to the suburbs. After the youngest child 
leaves the nest, the parents, sick of commuting, move to a fancy 
apartment development in the city. Like salmon, we seem to go 
upstream to spawn. This pattern is generating identical suburbs 
which seem to be filled with identical families, each with three 
school-age children, a station wagon and a dog. David Riesman 
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has suggested that under such circumstances the family seeks a 
means of being at least a little bit different—not too different, but 
just a bit different—from the neighbors. So they may be interested 
in buying home furnishings, clothing, automobiles and food for 
dinner parties which distinguish them from others. If there is 
anything to this, the suburban family will not be particularly keen 
about buying an item which is likely to be found in everybody’s 
living room. This may suggest that the chain store’s quantity 
buying will involve smaller and smaller quantities. Will the 
chain’s advantages of quantity buying continue to be as great in the 
future as in the past? 

In closing, I would like to mention an especially intriguing as- 
pect of the relative growth of the chains and independents. In the 
Standard Metropolitan Areas in the country, the chain stores have 
a far larger share of the market in the Central Business Districts 
than in the outlying parts of the SMA, In the food group, the chains 
were just as strong in the suburbs as downtown, but in the nine 
other major kinds of business the independents were relatively 
more important in the suburbs. This suggests that the decentrali- 
zation of retailing may be working to the benefit of the independ- 
ents, as new shopping centers have provided new choice locations 
for stores. Perhaps the scarcity of select downtown locations 
has, in the past, protected the chains more than they realize from 
the competition of independents. On the other hand, I would not be 
surprised if the 1958 data were to show the chains to be picking up 
strength in the suburbs. Certainly we are all aware of the alleged 
preference given to chains in the new shopping centers. Also the 
shopping centers permit some single-unit firms to become multi- 
unit firms. But regardless of whether or not the chains are now 
increasing their share of sales in the suburbs, we can be assured 
that the suburbanization of retailing is spelling the doom of many 
a specialty shop. The unique little store which could survive 
downtown may not find enough customers in any single shopping 
center in the suburbs to warrant the move. So retailing may be 
growing duller in this respect as sales move out to the suburbs, 
where each shopping center looks distressingly like the next. 


| 
| 
| 


52a. NEW DIMENSIONS OF TELEPHONE 
INDUSTRY MARKETING 


George H. Ruschhaupt* 


HE telephone industry has the same objectives as all other 

businesses: To fulfill customers’ needs and to doso at a profit. 
Although this is not new to you or to the telephone industry, many 
people feel we have no problem in this area. They believe that all 
we have to do is sit and wait for our customers to come to us and 
ask to be served and start collecting our revenue. If we were to 
take this approach, we would be in trouble. Our customers would 
not be getting the proper service and we would not be fulfilling our 
responsibilities to them, or to the owners of the business. To ful- 
fill these responsibilities we had to take a good look at our mar- 
keting activities. We made a review and developed a program to 
merchandise our service. Today I would like to discuss these new 
dimensions of telephone industry marketing, as we see it in the 
Bell Telephone Company of Pennsylvania. Before I discuss our 
approach, let me review how we arrived at our decision to market 
our service. 

By looking back to World War II and the Korean Conflict, we 
can see how many people developed the impression that we did not 
have to work too hard to get business. During and between these 
two conflicts, and for a long period afterwards, we had to sell 
negatively. We were so busy filling backed-up demand and taking 
care of the basic requirements of new customers that we had 
trouble meeting our obligations. As we overcame the shortages 
generated by the war years, we had a choice to make. We could 
gear our operations just to meet the public demands for minimum 
grades of service, or we could aggressively developthe market for 
all of our services and undertake to fulfill all the needs of our 
customers. 

There were arguments for and against each side of this ques- 
tion. If we just took care of public demands the needs for addi- 
tional financing, new construction and organizational expansion 
would come at a slower pace and be more readily digestible. In 
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fact as the proportion of families with telephone service ap- 
proached saturation, our growth rates could taper off and be prac- 
tically dependent upon population trends. Since the rapid postwar 
rates of growth had brought financing, construction, and organiza- 
tion problems that were difficult to digest, the idea of settling down 
and just living on demand appeared at first glance to offer an easy 
way of life. But would it be easy? 

Is it ever easy to adjust construction to such a volatile thing 
as mere demand? When demand is on the upgrade, estimates are 
never high enough, and jobs are never big enough. When demand 
is on the downgrade, estimates and jobs can’t seem to be cut fast 
enough. By the time construction has been geared to lower rates 
of demand, there is an upturn and again the jobs aren’t big enough. 
There is nothing easy about this. 

Another consideration was involved in the choice we had to 
make. It was something alien to our business; something we had 
never experienced: What kind of an organization would we be if we 
became complacent? As the proportion of families with telephone 
service reached saturation, would we be content with moderate 
and leisurely rates of growth that are related entirely to population 
increase? Would we lose much of the vigor, the initiative, and the 
organization spirit that have been fine by-products of the vast ex- 
pansion problems we had faced and solved successfully? The other 
choice was to develop aggressively the market for our service. 
This alternative also had arguments for and against it. One of the 
big arguments against it was that it would add additional responsi- 
bility to an already difficult job. Why should we make life tougher 
for ourselves by adding the challenge of marketing to the many 
problems we already had on hand. 

Despite the appeals of becoming complacent and handling only 
the business that might come to us; despite the reluctance against 
taking on the many problems involved in merchandising, one vital 
consideration completely removed the element of choice: the cus- 
tomer. As long as we feel that we are the proper people to furnish 
communications services to the public, we must assume the re- 
sponsibility to satisfy not only the public’s demands, but also its 
desires. We must also anticipate what these wants are apt to be in 
the future. We would be failing in our responsibility to the public 
if we did not tell them convincingly that the greater use of com- 
munications can add much to the efficiency and profit of business 
life and to the convenience and comfort of home life. Telling and 
convincing mean more than merely promoting and selling. They 
encompass all the activities suggested by the general term of mar- 
keting. Sales are just the end result of sound marketing plans. 
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To carry out the responsibility we felt we had toward our pub- 
lic in Pennsylvania, we started with a fundamental management de- 
cision to promote actively more telephone service and greater use 
of it. This involved establishing a Merchandising Department, re- 
cently changed to Marketing Department, with the responsibility of 
conducting basic marketing research to determine customers’ 
desires and needs. We could not wait for them to be identified and 
possibly satisfied by others. It meant keeping abreast and ahead of 
customer requirements for Integrated Data Processing Systems, 
Control Systems for Pipe Lines, Electric Companies, Railroads, 
and others. It meant the provision of Speaker-phones, Dial Light , 
Call Directors, and a host of other things. It meant bringing mar- 
keting information to bear on the designing of our products so that 
they would meet the needs of the public for service features, com- 
pactness, flexibility, and price. In other words, product design 
had to be conducted not in the isolated light of an engineering ob- 
jective alone, but equally in the light of marketing requirements. 
It involved many changes in concepts and attitudes throughout the 
organization. From the negative selling of the postwar period to 
the current positive approach to marketing meant a complete re- 
versal of the organization’s outlook. This has been accomplished. 
The wisdom of becoming marketing oriented has been proven in 
light of competition that has entered into the field of communica- 
tions, 

In simple terms, our concept of marketing consists of: 


1. Market research, 

2. Product movement analysis. 

3. Availability of products and services, including proper 
inventory control, 

Pricing. 

Sales planning. 

Promotional advertising. 

Selling. 


When you sum up these components, you have the satisfaction of 
customers’ needs at a profit. 

Through market research and product analysis, we have 
learned many things that have enabled us to market vigorously our 
services through aggressive selling, to conduct promotional ac- 
tivities and to introduce new products. All of these have been 
planned to help our customers to gain enjoyment and profit from 
an increasing use of our offerings. We knewfrom market research 
that our residence customers wanted more and better services. 
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They wanted a complete home telephone service. From studies 
we knew they wanted such things as: 


Extension telephones. 

Telephones in color. 

Individual line service instead of party line service. 

A small compact telephone, 

A home intercommunicating service and farm inter- 
communicating service. 

6. A new ringer. 


There are others, but these are just examples of some of the items 
that are desired by our residence customers, 

In Pennsylvania, through sound construction and supplies pro- 
gramming, we were able to provide sufficient facilities to adver- 
tise, promote and sell individual line service and extension tele- 
phones. The result of this aggressive approach to the residence 
market raised the proportion of our customers who have individual 
lines in their homes from 35.1 per cent in 1955 to 57.0 per cent in 
March of 1960. The per cent of residence extensions to residence 
main telephones increased from 18.7 per cent in 1955 to 38 per 
cent in March, 1960. This growth and improvement in customer 
service was accomplished by orienting our organization to a mar- 
keting concept and was made effective through the selling efforts 
of our contact people to our residence customers. We feel that we 
have made a good start and we expect to continue our progress in 
this field. With our business office people receiving over five mil- 
lion eight hundred thousand calls from our customers and with our 
installer-repairmen visiting over one million homes yearly, our 
contact people have excellent opportunities to conduct effective 
selling! 

We were not satisfied to limit our activities to selling exten- 
sions and individual lines because we knew that our customers al- 
so wanted new service features. In addition to selling individual 
lines, extensions and telephones in color, we have introduced three 
new products. After market research and product tests had been 
conducted, the new Princess telephone was introduced into a por- 
tion of Pennsylvania in September, 1959, and into the entire oper- 
ating territory of the Bell of Pennsylvania in February of this 
year. It has been well accepted and we are pleased with the re- 
sults. Earlier this month, we introduced two additional items, 
the Home Interphone System and the Chime Ringer. It is too early 
to tell if they will be as popular as the Princess, but we are very 
optimistic. We are confident that our marketing approach to the 
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residence market will enable us to furnish complete telephone 
service to our customers, and will result in the increased use of 
our services by them. 

Another equally important segment of our market consists of 
our 275,000 business customers. Their communications require- 
ments range from an installation of one telephone to a complicated 
switching system that is equivalent to the telephone plant that 
would serve a community of 35,000 people. To furnish the service 
required for our business customers, we must have available over 
1,000 different pieces of equipment and services. It is our objec- 
tive to furnish each of our business customers with a complete 
service which will meet his immediate and foreseeable communi- 
cations requirements. It is our responsibility to do this so that he 
will be able to conduct his business properly and economically and 
not be interrupted in the course of business by having to make 
changes every year or so in his communications layout. We also 
have the responsibility of designing and providing new service of- 
ferings that will serve this large segment of our market, as well 
as engineering specific items of service that are required for spe- 
cial needs. It is important to keep in mind that these services 
must continue to satisfy the customer and remain profitable or he 
will disconnect. If he discontinues the service we not only lose the 
revenue but we also have on hand the unused equipment and the in- 
vestment associated with it. 

To help us in our marketing approach to the business market 
with its many complexities, we have innovated a practice in our 
Company of setting definite objectives for each portion of the mar- 
ket. We have developed a means whereby we can measure the in 
and out movements of the many products and services of the mar- 
ket. We call this our Product Movement Report. It shows by item 
of equipment the number of units in service at the beginning of the 
month, the units installed and removed, the units in service at the 
end of the month and the amount of revenue received for them. 
From this report we are able to study and analyze the activities of 
each item in our list of service offerings. When any item starts 
to move out of line, the report shows it and alerts us to a possible 
problem, After studying the situation, we can forward the facts to 
the selling organization so that proper steps can be taken to cor- 
rect the irregularities that might be developing. On the other 
hand, if we are getting an unusual number of disconnections in any 
facet of the program we also become alerted to this and can deter- 
mine what action should be taken, 
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Through the study of product movements it is possible for us 
to pick out weaknesses in our products; it enables us to correct 
situations before they become serious trouble spots that may cause 
us to replace equipment before we normally should be required to 
do so. It also enables us to identify the products which are be- 
coming less desirable so that we may study their movements and 
determine whether or not to discontinue them from our line of 
service offerings. 

Broadly speaking, with these data we have established for the 
Sales Organization a set of product objectives for various portions 
of our business market. The objectives are related to dollars of 
revenue gain. The objectives are based upon trend patterns of the 
past and corrected in accordance with economic forecasts and the 
availability of capital that can be expended for the purchase of new 
equipment. With this program applied to each item in our line of 
service offerings, our Sales Organization knows what itis expected 
to produce in the way of new revenues from the items of service 
that are to be marketed. Its performance is measured against the 
programmed objectives. 

After the program has been established, our Sales Planning 
and Promotional activities are geared to it, then the sales effort 
itself gets underway with realistic and positive objectives. In ad- 
dition to giving direction to the Sales Organization, this program 
helps in the forecasting of revenue for the Company; it helps in 
planning for capital expenditures to provide the equipment neces-~ 
sary to install the services sold as wellas helping in the program- 
ming of work for the installation of them. 

We feel that our marketing program for the business market 
answers three broad questions that every business executive 
should have constantly in mind: 


1. Where are we going? 
2. How and when are we going to get there? 
3. Who must do what about it? 


Actually, the marketing program is part of a master plan which 
you might call a Company budget which includes an estimate of 
revenue for the year under consideration. The master plan an- 
swers the first question as to where we are going. The marketing 
program takes the revenue estimate and maps out our activities 
for the year and answers the other two questions considering, how, 
when, who, and what. We like to think of marketing in line with a 
description I read sometime ago. I’m sorry I can’t give credit to 
the author. Imagine a team of six horses pulling a wagon. Let the 
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wagon represent the Company, and let each horse represent one of 
the departments operating within the Company. Marketing is the 
harness that you put on the horses to keep them pulling together 
and in the same direction, In this context, the marketing program 
becomes a primary source of direction for everyone’s activities. 
If the marketing program is keyed to meet customers’ desires, if 
it is based on the Company’s revenue requirements and if it is 
fulfilled by our merchandising efforts, then the Company’s opera- 
tions for the year under consideration will be profitable. 

This is our approach to marketing in the telephone industry and 
we plan to continue it vigorously. To do this we need market re- 
search to know what our customers want. We must make the nec- 
essary products and services available. We must have proper 
sales planning, and an aggressive selling approach to provide our 
customers with adequate and complete telephone service to fulfill 
their communications requirements, Finally, in preparing and 
executing a marketing program, we must ever be mindful that 
success depends upon two essentials: the customer must be satis- 
fied, and the Company must make a profit. This is how we in The 
Bell Telephone Company of Pennsylvania view the New Dimensions 
of Telephone Industry Marketing. 
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52b. NEW DIMENSIONS OF SALES 
PROGRAMMING 


Edwin O. George* 


Y purpose is to discuss with you the need for new dimensions 

in electric utility sales programing. I will use our own ex- 

perience at Detroit Edison to outline some of the marketing prob- 

lems which confront sales management, and I will describe an 

experimental approach we have developed in an effort to solve 
these problems. 

Historically, electric industry sales programing has been quite 
successful, when judged in terms of what we were trying to accom- 
plish. We have transformed early customer misgivings about the 
mysteries of electricity into confidence in it, and they have come 
more and more to depend on it in their daily lives. We have as- 
sisted in the development of new electrically operated products, 
and we have helped to successfully expand customer acceptance of 
these products. Electric energy sales have sometimes grown by 
leaps and bounds—over-all they have been steadily upward. 

Traditionally, our approach has been one of communicating to 
the customer that we were interested in him. We have added to 
his satisfaction with electric products by emphasis on service and 
by advising him on their proper economical use. We have demon- 
strated our desire to maintain good customer relations. We have 
practiced integrity in merchandising and promotion. Our foremost 
concern has been to serve the customer—to serve him continuously 
with a beneficial service at reasonable prices. Andthis customer- 
oriented approach to electric sales has played a large and impor- 
tant part in increasing customer acceptance and use of electric 
applications, 

But much of our growth has historically come from the rapid 
acceptance of non-competitive products in a dynamic economy—the 
fulfilling of wants and desires which could not be satisfied by any 
other means. Only a portion has come from the choice of electric- 
ity as opposed to other forms of energy when both were available 
and both could do the job. 
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We can reasonably expect gradual but consistent customer ac- 
ceptance of such basic non-competitive uses as freezers, air 
conditioners, refrigerator-freezers and automatic dishwashers 
and clothes washers. But to meet kilowatthour and revenue objec- 
tives in the years ahead, it will also be necessary to stimulate in- 
creased use of competitive products such as the electric range, 
dryer, water heater and complete home heating. 

At Detroit Edison, for example, although we have promoted 
electric ranges for more than 30 years, 6 out of 10 households do 
not cook electrically. We have offered an electric water heating 
service for 25 years, but 9 out of 10 homes do not heat water elec- 
trically. We have promoted electric clothes dryers for 15 years 
but we share the present dryer market about equally with gas. It 
is in this area—the conversion to electric from other forms of 
energy—that new dimensions are needed. 

As we see it, these new dimensions must be better identifica- 
tion of markets, more aggressive selling and better management 
of marketing costs. By market identification we mean sales 
programs tailored to the various geographic, socio-economic and 
competitive variations of each market in the total customer base. 
By aggressive selling we mean that the utility must assume great- 
er responsibility for competitive product sales. By better man- 
agement of marketing costs we mean keeping our available promo- 
tional resources within effective channels, avoiding mis-direction 
of monies, waste of manpower and lost opportunities. 

I would now like to describe how we have attempted to apply 
these principles in our present sales programing at Detroit Edi- 
son. You might say our approach begins and ends with market 
research. More than ever before we have assembled and analyzed 
market facts in planning our program elements. We have tried to 
build-in program flexibility in order to quickly adjust to changing 
market conditions. And more than ever before we have established 
control procedures in order to measure sales results in terms of 
cost. 

The initial step in planning our sales programs has become a 
look into the general economic picture of the service area. This 
is a valuable by-product of our annual Five Year Load Forecast. 
In making the forecast, a study committee from the Sales, Engi- 
neering and Control Departments examines any of the economic 
factors which might affect the general direction of sales growth. 
In turn, the conclusions of this committee serve to outline the 
general business atmosphere in which sales promotions will take 
place. 

For example, short-term analysis of the Detroit region indi- 
cates relatively stable business conditions, a moderate amount of 
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in-migration by job-seekers from other areas, and a continuation 
of low levels in new home construction that have marked the last 
three years. Obviously, whatever sales growth we experience 
must come largely from the base of existing customers. 

The impact of dynamic business conditions which marked the 
early 1950’s will not resume before the mid-sixties. Our econom- 
ic analysis pointed the way to concentration on the replacement 
market—the conversion of present customers to higher degrees of 
electric living. 

To further distinguish individual markets within the total mar- 
ket, we have divided our service area into four regions. Each 
has its own characteristics for promotional purposes. 

Region One is the Detroit District, made up of Detroit and its 
immediately adjacent satellite communities. In this region are 54 
per cent of our residential customers concentrated in just 3 per 
cent of the service area. Homes are older, there are many multi- 
ple dwellings, little new home construction, smaller families, 
more transient customers, lower incomes, less home ownership 
and almost complete availability of piped gas. Major appliance 
saturations are correspondingly low. In sheer number of cus- 
tomers, in population density and in the ratio of non-users of ma- 
jor appliances, the Detroit market is significant. But in socio- 
economic and competitive factors it has little potential at this 
time. 

Region Two is the Metropolitan market—the area lying just 
west and to the north of Detroit. This is a basically residential 
area oriented to Detroit as the core city. Within its boundaries 
are 32 per cent of our customers in 23 per cent of the land area. 
Most of the post-war housing boom around Detroit took place in 
this region. Income, education, property values and degree of 
home ownership are relatively high. Many of the residents are in 
the managerial and professional classes. Electric major appliance 
ownership is already high, in spite of the general availability of 
competitive fuels. Average electrical use per customer exceeds 
Detroit by 64 per cent. Obviously, promotional programs for De- 
troit are not completely applicable to this region—or vice versa. 
The attitudes and opinions of the people are different—their values 
are not the same—and neither is their economic ability to live 
better electrically. 

Region Three, we call the suburban market. This is a mixed 
area—each county having a fairly large city surrounded by pri- 
marily rural communities. Unlike Region Two, these areas are 
quite apart from the Detroit economy. Their residents don’t often 
work in Detroit. Customer density is high only in the cities. This 
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region holds 10 per cent of our customers in 41 per cent of the 
land area. Major appliance saturations are roughly comparable 
to Region Two. 

Region Four is a distinctly rural market. With only 4 per cent 
of total residence customers in 33 per cent of the land area, near- 
ly half of our farm customers are here. There are no large cit- 
ies. Piped gas is generally not available. Major appliance own- 
ership is fairly high because competition is small, but kilowatthour 
use is not as high as might be expected. Homes are generally not 
large—incomes are moderate. These people usually look to either 
the utility or the small appliance dealer for an appliance pur- 
chase. 

We have discovered that no single umbrella-like promotional 
approach can be equally effective everywhere in these different 
regions. For example, wiring subsidies were little inducement 
except in urban areas where labor cost was highest and where 
few customers did their own wiring. On the other hand, they were 
not even necessary in non-gas areas where customers intended to 
buy electric anyway. 

Television advertising might be very effective in the low- 
potential Detroit area, but 75 to 100 miles away our customers 
got poor reception or listened to stations out of the area where we 
didn’t even advertise. In urban or metropolitan Detroit the large 
chain and discount house appliance dealer does most of the busi- 
ness, But in outstate areas the smaller dealer is a big factor—and 
he usually looks to us to support him. 

In some parts of the area the high volume home builder domi- 
nates the market—in others there may be no builder who con- 
structs as many as 15 homes a year. How much public exposure 
would our builder promotional dollar get in these areas? 

Finally, sheer geographic distances magnify direct sales costs 
if we are compaigning door to door. In high density areas sales 
per contact may be low but the cost of contacts is also low. Is it 
better to seil one water heater from 15 calls in the country or 
one water heater from 40 calls in the city? Each may represent 
one day’s work. Many other examples could be given, but obvious= 
ly it’s not realistic to have one inflexible sales program just be- 
cause you have one service area. 

So to classify markets in order that sales programs may be 
properly modified according to market variations, what tools can 
we use? We can subdivide system kilowatthour figures to reflect 
geographic variations—we can examine bill frequency distribution 
to determine pattern of use and we can trend this data to reveal 
changing market patterns. 
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One of the most important tools is the appliance saturation 
survey because it provides the initial base from which to launch 
sales programs. Periodic measurement then gives us a guide to 
sales results—or may even reveal surprising sales growth in 
areas where programs have been minimized. The saturation sur- 
vey, properly conducted, also enables us to correlate appliance 
ownership with levels of kilowatthour use, type of home, family 
size, competitive appliance uses, types of home heating—perhaps 
even income, 

To understand variations in market potential we must also 
analyze the volume of appliance sales. To accomplish this, we 
use several sources: manufacture appliance sales to distributors 
by county, a confidential summary report from the 20 distributors 
who handle over 90 per cent of the appliance business in this area, 
another report direct from about 140 retailers who handle over 
two-thirds of the appliance business, another one from electric 
heating distributors who conduct over half the electric home heat- 
ing equipment sales, plus exact regional sales reports from our 
own merchandising efforts. 

With more information on our markets than ever before—and 
equipped with the necessary tools to continue refining and 
improving this analysis—we established the following market ob- 
jectives: 

1. Conversion of existing customers to electric ranges and 
water heaters. 

2. Conversion of existing customers to electric clothes dry- 
ers, plus sales to non-dryer owners. 

3. Continued development of the small but expanding electric 
heating market. 

Next, we set forth the procedures around which the sales pro- 
gram would be developed. We decided that. . . 

1. Detroit Edison would directly merchandise electric water 
heaters and dryers. 

2. We would actively support the electric sales efforts of deal- 
ers and plumbers on a selective basis. Support would be limited 
to their sales of ranges, dryers and water heaters. 

3. We would offer promotional support to a limited number of 
home builders who included electric living features in homes they 
were building on a quantity basis. 

4, We would continue to lend advice and counsel to sellers and 
installers of electric heating equipment, and to customers install- 
ing it in their homes. 

Next, we outlined the cost control principles to be used in ad- 
ministration of the program. We provided for: 
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1. A sales promotional budget for each sales district, based on 
tentative quotas derived from analysis of market potentials. 

2. Considerable latitude in the management of promotional 
funds on the district level. 

3. Monthly reporting of appliance and equipment sales by both 
Detroit Edison and other retail outlets. 

4. An analysis of cost per kilowatt of load added. 

5. Managed use of sales representative’s field time. 

In setting up the program initially, one of the first problems we 
encountered was the need to revise the sales organization in terms 
of the program requirements. For example, aside from those em- 
ployed in customer offices, Edison business representatives did 
no actual selling. They functioned as all-purpose field men, re- 
sponsible for commercial business work such as bill inquiries 
and collections plus responsibility for carrying the elements of 
centrally designed sales programs to dealers, builders, plumbers 
and other potential sales allies. 

They were expected to call on as many allies as possible re- 
gardless of how productive an electric salesman the ally was. 
They were expected to establish friendly relationships and provide 
promotional aids. Their sales enthusiasm was dulled by the rou- 
tines of customer business. They served allies rather than sold 
them. They were given little latitude in either the most effective 
use of their own time or the promotional funds available. In ef- 
fect, they were merely the instruments by which to disperse the 
elements of one single promotional program into several distinc- 
tive markets. And, as such, were no longer fitted to the concept 
of .market identification and selective programing as we now 
saw it. 

The need to distribute manpower more effectively according to 
market potentials was forcibly brought to our attention during 
1958. We had, for the first time in many years, put a water heater 
sales force into the field to complement the efforts of other retail 
outlets. We found that the traditional distribution of this task 
force according to geographic districts was ineffective. Too much 
effort was initially put into markets with least potential and too 
little into those with good potential. By re-locating the salesmen 
according to market needs we began to get good results. 

Then later in the year, to make up for lost time, we expanded 
the sales force to 100 men on a crash program basis. We got the 
necessary manpower by borrowing personnel from staff work and 
from other line jobs from various departments in the Company, 
wherever they could be temporarily spared. After three months, 
this sales task force was reduced to 25 men—at which level it is 
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today. They sell water heaters and dryers and an occasional 
range. It was during this campaign that we began to look more 
critically into each promotional function—to see if productivity 
and effectiveness still justified its existence or if we were cling- 
ing to traditional activities just out of habit. 

As a starting point, we realigned work responsibility so that 
sales representatives would be freed from routine commercial 
activities and able to devote their full time and enthusiasm to 
selling. 

We then reviewed the list of dealers, appliance and equipment 
distributors, builders and plumbers with whom we normally do 
cooperative programing. The list was trimmed down to exclude 
many of these allies who apparently have not been productive elec- 
tric merchandisers—either because of lack of interest or ability. 
To gain Edison promotional support, allies must now show a de- 
sire to use our promotional aids plus the capability of using them 
productively. And by eliminating time and effori: which was, in 
effect, wasted on the marginal allies, we have been able to doa 
better job with the productive ones. 

As for how the sales representative now functions, he is prac- 
tically his own sales manager. For example, George A is the 
sales representative responsible for selected dealer contacts, 
selected plumber contacts and selected builder contacts in a por- 
tion of the Detroit District. There are about 300 retail outlets 
which sell electric appliances. He calls on 17, of which eight are 
large chain stores. These dealers sell about 65 per cent of the 
appliances in that area. Forty per cent of George’s time is allo- 
cated to promotional work with dealers. 

George is responsible for management of a promotional fund 
amounting to $4,938 under this year’s budget. This fund was es- 
tablished by multiplying his quota for 1960—1646 competitive ap- 
pliances—by $3.00, which is the benchmark for promotional cost 
per unit sold. Subject to management review, George uses the 
fund at his discretion to support dealer promotions. 

This may take the form of sales incentives, co-op advertising, 
sales contests, training meetings or any other way that he might 
negotiate with the dealer—and that will bring about electric appli- 
ance sales of ranges, dryers and water heaters. This year’s 
quotas were set arbitrarily and will be subject to change as we 
gain a better analysis of just what George’s marketing area should 
produce. But measured against the quotas as now set, he has 
achieved 64 per cent of his annual dryer quota, 31 per cent of his 
annual range quota and 27 per cent for water heaters. He has used 
a portion of his annual fund completely as sales incentives, but 
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already has plans for a fall sales contest and some cooperative 
advertising. 

To illustrate how the sales representative is challenged to use 
his own powers of judgment and analysis, let’s look at how George 
decided not to use a sales incentive approach again next fall. Dur- 
ing a three-month clothes dryer promotion, laundry equipment 
salesmen at two large chain stores were offered a $3.00 sales in- 
centive for each electric dryer sale. It follows that the unit cost 
of promotion should be $3.00, but only amounted to $2.00 at one 
store because the salesmen did not apply for the incentive bonus 
on every sale. The department manager suggested that the $3.00 
would be better spent by supplementing his own advertising bud- 
get—that sales would increase more than they didthrough the sales 
incentive. We won’t know until next fall, but at least the represen- 
tative is not tied to an annual program. He has flexibility in his 
choice of action. 

Another 40 per cent of George’s time is spent in builder con- 
tacts. There are more than 300 with offices in his area, but he 
works with only large volume builders, about 25 in number. So 
far he has results from eight. The remaining 20 per cent of his 
time he contacts a selected list of 12 plumbers out of the 75 to 100 
in his area. Like the dealers, they were selected because of their 
willingness to cooperate and their large sales volume. 

We feel that the success or failure of sales programs may be 
evaluated on the basis of any of four factors. . .from variations 
in market potentials—from the program approaches themselves— 
from how they have been administered—and from the capability of 
personnel to carry them out. 

So to enable us to realistically appraise these factors, we in- 
stituted a new system of managed cost accounting. An account 
number was established for each appliance product and identified 
with the sales district concerned. A budget of field man-hours 
was allocated for each appliance within each district. An average 
cost per man-hour of field time was assigned. . .and a system 
was established to combine appliance unit sales by both Edison 
and allies—in short, a measure of program results. 

On a monthly basis, we now have an accounting of field labor 
expense relative to each program element and to actual load added. 
This report includes the labor cost for field salesmen who are 
selling electric water heaters and dryers directly to consumers, 
the labor cost of sales representatives like George A. who are 
selling indirectly through dealers, builders and plumbers, the 
labor cost of our Space Heating Specialists who also sell indirectly 
through electrical contractors and other heating contractors—plus 
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the labor cost of our commercial sales representatives who are 
indirectly selling lighting, commercial cooking and heating appli- 
cations to commercial customers. 

The manner in which we analyze the management of available 
sales time according to area and function can be illustrated. 
For example, in Region Two during the first quarter of 1960, 
some 400 fewer hours were spent in promotional work than origi- 
nally allocated in the budget. This could indicate that sales pro- 
motional time had been diverted to handling a peak in routine com- 
merical transactions—or that more time was originally allocated 
than justified by the market—or it could be simply a seasonal 
variation which will later be corrected. In Region Three, however, 
we are some 200 hours over the budget. Perhaps that market 
needs more manpower—perhaps sales time is not being used ef- 
fectively—perhaps we should shift some manpower from Region 
Two to Region Three. These are all just possibilities for further 
study. Then looking at the lower part of the table, apparently the 
time allowed for electric space heating work is going in part to 
extra dealer work or plumber promotions. Here the variations 
between activities are highlighted. 

To evaluate unit cost in each regional and product market, we 
relate labor expense to results as indicated by our own Company 
sales records, monthly reports of dealer sales, electric space 
heating kilowatts installed, and so on, The analysis for the first 
quarter of 1960 looked something like this. . . Notice that in Re- 
gion One no electric builder business was achieved. This is 
rather alarming because, although it’s not shown here, there was 
labor expense involved to get no business. In Region Two produc- 
tivity looks good—perhaps some of the Region One manpower 
should be used to capitalize on the good Region Two market. Un- 
der cost per appliances retailed through dealers we see that Re- 
gion One is very productive; Region Four costs are over ten times 
as high. Our own Task Force is twice as effective in Region One 
as compared to Region Four. Again, we may consider shifting all 
or part of the manpower to the best market. 

In effect, we hope that analyses of this kind will provide the 
necessary bridge of facts by which to reach our sales and revenue 
objectives—by complete and realistic evaluation of our markets, 
and through the medium of well-managed sales programing re- 
sources. 

In the past, we have been inclined to create sales programs 
without a complete understanding of costs versus results—and we 
have been inclined to perpetuate them so long as total sales and 
average use per customer continued on a rising plane. We know 
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this new system is not perfect, and we know it will take several 
years of experiment and analysis to get the most value from it. 
But we do believe it will bring us the right balance between factual 
analysis and creative judgment; between customer needs and com- 
pany objectives. 

For we, in utility marketing management, have not inherited 
the privilege of sharing in a prosperity that we have not helped to 
create. We must plan and work for prosperity or it will not work 
for us. The rate and volume of utility sales in the years ahead 
will depend upon how weli we plan and how smartly we work. 
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52ce. BELIEVING AND PRACTICING 


Otto E. Zwanzig* 


66 ELIEVING and PRACTICING’’—this may sound suspiciously 
like a Sunday church sermon, delivered on Friday. I hope 
that any similarity ends there. It may, however, be symptomatic 
of the still generally low level of understanding of this idea among 
utilities, let alone its adoption to shape management policies. 

Even though not a sermon, putting the Marketing Philosophy to 
work in our respective companies does have many aspects of an 
expression of corporate faith and conviction to practice that faith. 
Faith and Conviction is indeed required that practice of the Mar- 
keting Philosophy is the best possible assurance for the continuing 
profitable existence for privately-owned utilities. Believing in the 
Marketing Philosophy—having Faith—is probably the easier part 
but it is not enough. Practicing the Marketing Philosophy—and 
even further, having the entire organization practice it—is at once 
the more important and more difficult to achieve. How often do 
we hear someone expound lofty ideas only to know how imperfectly 
they are being practiced in his own organization. “‘DO AS I SAY, 
NOT DO AS I DO”’, is an all too frequent prescription. 

The idea underlying the adoption of the Marketing Concept is so 
insidiously and deceptively simple that we are prone to shrug it off 
as not being worthy of further discussion. What could be more 
obvious than the concept that to be successful in business you 
must satisfy your customers and keep them satisfied? It reminds 
me of atraining course to which I was ‘‘subjected’’—or sol thought 
at the time—shortly after starting on my first job after graduation 
from college. Its basic concept was not greatly different from that 
of the Marketing Concept; namely, that only by bringing to your 
costomers what they consider to be real benefits, can you in turn 
benefit. At the time I scoffed at the extravagance—this was in the 
depression years—of my boss paying good money to expose me to 
such an obvious truth. What moral do you want to draw from this 
tale? Three years ago, I introduced all of my supervisors and 
subsequently many of our sales people to the same training. It’s 
the simple and obvious that we most frequently overlook! 

While we may all know already what is meant by the Marketing 


*Otto E, Zwanzig, General Manager, British Columbia Electric Company. 


565 


566 DYNAMIC MARKETING FOR A CHANGING WORLD 


Philosophy, it will no doubt be helpful to formalize what it is that 
we are discussing here. In the absence of any one single accepted 
definition, I should like to cite just two which seem to come to the 
hub of the concept: 


1. A corporate state of mind that insists on integration and 
coordination of all of the marketing functions which, in turn, are 
melded with all other corporate functions, for the basic objective 
of producing mximum long-range corporate profits. 

2. Marketing is a way of managing a business so that each 
critical business decision is made with a full and prior knowledge 
of the impact of that decision on the consumer. 


Let us explore briefly the essential ‘‘What’’ of the Concept. 
Time after time, writers on the subject emphasize these aspects: 

1. Marketing is a ‘‘state of mind’’ oriented tothe requirements 
of the market place. This does not mean necessarily that the 
president need ever have been a salesman but rather that the en- 
tire organization from the president down must think of marketing, 
not merely as a function of the business, but as the way to see the 
entire business. 

2. It is what this little man, our Customer, wants and what He 
thinks and what He likes that shapes every action and policy of the 
firm. Find out what motivates him. Don’t assume that his de- 
sires are the same as yours. Don’t do unto him as you would have 
him do unto you unless you know that his tastes and your tastes 
coincide. Above all, don’t berate or neglect him as a dimwit if he 
doesn’t appreciate the wonderful job you are doing for him—or 
think you are doing. Finally, remember that it is His convenience 
of doing business with you, and not your convenience of doing busi- 
ness with Him, that is important! 

3. Integration of the Marketing Function with all other corpo- 
rate functions. Marketing is not sales operations; it is not market 
research; it is not advertising, nor is itpricing. What distinguish- 
es marketing from all of these is its integrative characteristics— 
an integrative incentive whic’ derives from the complete recogni- 
tion of the importance of shaping our actions to accommodate our 
customers’ wants. In the process we will automatically lessen in- 
ternal departmental inconsistencies. These might be considered 
harmless exercises, except that they frequently sap the common- 
ness of purpose within a company and, worse yet, lead to unneces- 
sary and wasteful expenditures. Certainly we can eliminate the 
situations where the advertising department sponsors a ‘‘make-a- 
doll’? contest while sales department is endeavoring to start a 
major dryer promotion, 
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Let us now pass from this brief discussion of the ‘‘What’’ of 
the Marketing Philosophy to an equally brief look at a few of the 
‘“‘Whys’’, 


1. Pleasing the customer is Good Business. In one of the 
above definitions of the Marketing Concept it was pointed out that 
the basic objective of any enterprise is to produce maximum long- 
range profits. This objective is tempered somewhat for those in 
the utility by the regulatory process. Accepting the Marketing 
Philosophy makes it easier and more pleasant even for us to earn 
our allowed earnings; and for some of us, enhances the chances of 
our coming within ‘‘shootin’ distance’’ of the allowed earnings. 

2. Closely related as a second ‘‘Why,”’’ is that the living of the 
Marketing Concept keeps us well on the road to corporate longev- 
ity. Failure to adapt your product or your service to changing 
customers’ wants is the surest way to corporate failure. This has 
relevancy for us in the utility business, even though we may de- 
velop a false sense of security from the fact that ours is the only 
firm providing a particular type of service in our area. Let us not 
forget that to varying degrees our customers do have considerable 
choice between services which may compete with each other. I 
need only cite the active competition as to which energy source 
Mrs. America will use to cook her meals, and the impending in- 
tensified inter-fuel competition for home heating and cooking, 

3. A particularly cogent reason to practice the Marketing Con- 
cept for those of us from privately-owned utilities is that it can 
set us apart from the publicly-owned operations. The latter fre- 
quently look and act as just another branch of the civil service— 
which they, in fact, are. By aggressively attuning our operations 
to meet customers’ wants, we can go a long way to ingratiate our 
company with them and to offset the lower rates of our tax-free, 
subsidized public competitors. 


Implementation of the Marketing Philosophy—the ‘‘How,’’ if 
you will—is possibly the most important part of the task. This is 
where the practicing of the belief begins. This is where the hard 
work really starts. This is where we must convert our lofty ab- 
stractions into practical day-to-day realities. Not only is this the 
most important part, it is undoubtedly also the most difficult to 
achieve. For convenience of discussion, I should like to look upon 
two dimensions of this ‘‘How’’ of the Marketing Concept as applied 
to utilities. For lack of better terminology, I shall call these the 
functional and organizational aspects, or the external and internal 
aspects. 
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The functional aspect begins by learning as much as possible 
about our customers: 


1. Do you really know as much as you should about Who really 
are your customers? Most of us know—or think we do—how many 
customers we serve. But how many of them live on the ‘‘right 
side’’ and how many on the ‘‘wrong side’’ of the track? There are 
invariably many more of the latter—and they vote, too. Knowing 
who your customers really are is the first essential to adapting 
your operations to their wants. Remember you have an interest 
in serving not only these present customers but also your future— 
and possibly even your past customers. 

2. Do you really know what services these customers want— 
how much? where? when? how packaged? and at what price? Most 
of us have only very imperfect information on all of these ques- 
tions. And yet, how are we to serve these customers properly 
without incurring unnecessary capital expenditures by our com- 
panies if we don’t have adequate answers to these questions? How 
well do our customers understand how we arrive at the monthly 
dollars and cents which constitute their monthly bill? 

3. Now you are at the point of helping your customers want 
more of those appliances which utilize your services and which 
produce comfort, convenience and general well-being for them. 
This is the common role of advertising and promotion; it is an 
important role, not only for the well-being of your companies but 
alse for the customers. Even though we as utilities have a legally 
exclusive franchise, we must show the consumer howhe will obtain 
greater benefits from appliances using our services rather than 
from buying a new car this year, or from taking a trip abroad or, 
for that matter, from purchasing an appliance using another form 
of energy. 

4. Then you come to the actual sale; there is every reason to 
approach this positively as long as you are honest and personally 
convinced that a successful sale will bring real benefits to the 
purchaser. 

5. As utilities, you can not be satisifed only to make the initial 
sale. If you are to remain successfully in business, day-to-day 
repeat business is essential. This means that you must keep your 
customers sold—and happily so. 


This description of the functional aspects ofthe ‘‘How’’: (1) As- 
certaining Your Customers’ Wants; (2) Developing His Wants For 
Your Services; (3) Making the Sale; and (4) Keeping Him Sold 
Happily—has been all too brief to reflect its importance to the 
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company. We must still make reference to the organizational as- 
pects of implementing this ‘‘How’’, 

You all know that the drawing of neat organization boxes does 
not necessarily constitute assurance of performance. Companies 
with the most logical organization charts sometimes are the best 
candidates for a sequel to ‘‘Executive Suite,’’ and the reverse can 
also be true. I should like to show you a few simplified organiza- 
tion charts of utilities with which I am acquainted. They all re- 
veal varying degrees of organizational adaptation to the Marketing 
Concept. This is in itself a heartening observation for those of us 
who are its advocates. Still in almost every case the picture 
seems incomplete—as pictures go. In a few cases, indeed, one 
might question whether this structural evidence was conceived as 
a conscious approach toward practicing the Marketing Concept or 
whether it ‘‘just grew’’. However, it would appear that progress 
has been made, but we must simultaneously realize that the mil- 
lennium has not yet been attained. 

What would this millennium look like when it does arrive? You 
might like to know, so that you will be able to recognize it when 
you see it. Here I should like to show you one possible version—as 
I can visualize it. But I must again re-emphasize that it is men 
and attitudes—and not neat organization boxes—that are important. 
In this connection, a little personal confession may be illuminating. 
Having the debatable advantage of line as well as staff and re- 
search experience may give somewhat greater creditability to my 
story. Several years ago I was most insistent upon the structural 
purity that the market research function be completely divorced 
from any part of the organization with day-to-day line operation 
responsibilities—and unfortunately I am on record to that effect. 
Today I am no longer as adamant—quite the reverse. I believe 
that more is to be gained by having the market research and pric- 
ing function recognized as part of the over-all Marketing function. 
That is, it seems to me, where it belongs as part of the ideal box 
structure, but I qualify my views today by acknowledging that the 
capabilities and attitudes of available individuals may countenance 
considerable deviations in any particular circumstance. 

You will notice that my interpretation of the ‘‘ideal’’ structure 
includes those functions of typical utility operations which impinge 
directly on our customers. You will notice, too, that appliance 
adjustments and servicing are included where such work is done 
by the company. You may recall that at least one of the compan- 
ies whose organization chart was depicted follows this practice. 
It has much to commend it, for a consistency of approach toward 
new and existing customers is an essential part of practicing the 
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Marketing Concept. A presently satisfied customer is a wonderful 
substitute for many dollars of sales and advertising to attract a 
new one, 

An organizational structure as outlined here will facilitate the 
acceptance of the Marketing Philosophy within a utility company, 
but it will not automatically assure its success, First and fore- 
most a company must possess the proper corporate state of mind 
in regard to integrated marketing thought, or all attempts to solve 
such problems become academic. 
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